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MR. SKIRM: Peggy, how many times do 
you use a sheet of carbon paper? 
PEGGY: Why, uh... ah, about 20 times 
I guess. 


MR, SKIRM: I thought so. Here, take a 
look at this: 


Mr. Skirm yelled, “WA/ / ‘ 


...SoO Il waited! 














This is the sixtieth copy made with the game 
sheet of Park Avenue Carbon Paper, a product 
of the Royal Typewritor Company. ‘his sheet 
of carbon paper had been used 59 times vLefore’ 
The test was made at the United State 
Company, Inc,, one of America's largest 
independent testing laboratories. 
-&a Clear, legible copy this sixtieth one is} 


testing 


See what 








PEGGY: Jeepers, it’s a miracle! How 
Lt 


come? 


MR. SKIRM: As I understand it, Park 
Avenue is deep-inked by some special 
process that soaks the ink deep into the 
paper. Another reason is Park Avenue’s 
extension edge. That lets you reverse 
each sheet, top to bottom, so that you 
use all parts of the paper. 

PEGGY: Ah me, too bad such 18-carat 
carbon paper can’t be on the desk of every 
girl in the office. 


MR. SKIRM: It’s going to be, starting 
Monday. And, believe me, I’m gving 





Laboratory test No. 36092-NY. issued October 6, 194Z 


to expect you girls to get a lot more 


mileage out of your carbon paper from 
now on! 


*Trade-Mark Revistered U.S. Pat. Off. 
Copyright 1942, Royal Typewriter Cumpany, Inc. 
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ROYTYPE 


Carbon Papers and Ribbons 
made by the 


ROYAL 








TYPEWRITER COMPANY 
* J 









Park AVENUE is only one of the out- 
standing carbon papers in the Roytype* 
line. Roytype is the carbon paper and 
ribbon division of the Royal Typewriter 
Company. Why not get your purchas- 
ing agent to call in the local Royal 
Typewriter representative today? He 
can quickly show you which weight 
and finish of Royal Carbon Paper ex- 
actly fits your every typing need. 


* * * 


The armed forces need typewriters! 
See how many of your standard ma- 
chines (made since Jan. 1, 1935) you 
can spare. Call your nearest Royal 
Branch — we will buy them, affix the 
Government seal, and pay you the Gov- 
ernment fixed price. 
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DATES AHEAD 


“Today's and Tomorrow’s 


Controllership Problems” 


TWELFTH ANNUAL 
MEETING 


September 19, 20, 21, 22, 1943 
Hotel Waldorf-Astoria 
New York 


MEETING DATES OF 
CONTROLS 


June 
June 1—Buffalo 
June 2—Bridgeport 
June 3—Philadelphia 


June 8—Cincinnati, Cleveland, 
Detroit, Twin Cities 


June 9—Baltimore, Rochester 
June 10—Dayton, Hartford 


June 14—Chattanooga, Kansas 
City 

June 15—New York City, 
Springfield, Syracuse 


June 16—Indianapolis 


June 17—Los Angeles, San Fran- 


cisco 
June 18—St. Louis 
June 28—Pittsburgh 


June 29—District of Columbia, 


Houston 


June 30—Louisville 


Note: These are scheduled dates. 
Some changes may be made. 
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Leditortal Comment 


Twenty Per Cent. 


ie is a dull month that does not present a new 
problem, or series of problems, for controllers. 
This is “Twenty Per Cent. Month.” All hands are 
making ready now for the withholding, beginning 
in July, of 20 per cent. of employees’ pay, after cer- 
tain allowances which, thanks to representations 
made to Congressional Committees and to the Treas- 
ury Department by a committee of controllers repre- 
senting The Controllers Institute of America, are 
comparatively simple. 

It is a simple deduction, perhaps, but in the early 
stages of a new routine such as this, innumerable 
questions arise with respect to minor points of pro- 
cedure, especially when a governmental agency is a 
party to it and has responsibility for the writing of 
the rules. 

Steps are being taken by The Controllers Institute 
of America to obtain information and at least in- 
formal advice and rulings concerning these minor 
points, as promptly as possible, from governmental 
sources as an aid to controllers. A meeting has been 
arranged by the New York City Control, to be con- 
ducted in New York City on June 15, which will be 
addressed by several men from Washington, and by 
one or two members of The Institute’s special com- 
mittee which was called into consultation by the 
Treasury Department officials and Congressional 
Committees when the withholding legislation was 
being drafted. 

The proceedings of this special meeting, including 
questions and answers, will be published promptly. 

Enactment of the withholding measure discloses 
that many of the recommendations made to the Treas- 
ury Department and to the Congressional Commit- 
tees by the Controllers’ Committee, representing The 
Institute, were adopted and written into the Act. 

The Institute’s Committee, in its conferences with 
the legislative committees and the Treasury Depart- 
ment, emphasized the need for keeping the with- 
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holding procedure as simple and flexible as possible, 
and it is pleasing to note that Congress and those 
who drafted the measure, did make an earnest effort 
to make this new burden on business as light as pos- 
sible, by eliminating from the bill many of the com- 
plex features which originally were included. 

For instance, instead of using one withholding 
rate for the Victory Tax and another for the income 
tax, with two sets of exemptions, a combined 20 per 
cent. rate with one set of exemptions based on mari- 
tal and dependency status was adopted. The only 
exception is that the minimum tax to be withheld is 
a 3 per cent. tax on wages after deducting the Vic- 
tory Tax exemption, so that the Victory Tax would 
be withheld even though the recipients’ wages are 
less than his income tax exemption. 

The exemption for a single man is half that for a 
married man, and the exemption for a dependent is 
half that for a single man. This made it possible to 
reduce the number of wage bracket withholding 
tables from 25, which was the number provided for 
in H. R. 2570 as enacted by the House of Representa- 
tives, to 5 in the bill as passed by the Senate, and 
finally by both Houses, after conference. 

The employer has the privilege of postponing 
reflection of changes in exemption status of em- 
ployees until the beginning of the next semi-annual 
period after they occur. 

Wage brackets for bracket withholding start with 
even dollars and close with one cent less than even 
dollars. 

The Commissioner is authorized to grant an exten- 
sion up to thirty days for the tax withholding re- 
ceipts to be given employees by January 31 of the 
following year, or when they leave the service of an 
employer. 

The Secretary of the Treasury is empowered to au- 
thorize banks or trust companies, which are deposi- 
taries or financial agents of the United States, to 
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receive the tax withheld in such manner, at such 
times, and under such conditions as he may prescribe. 
The purpose of this provision is to set up machinery 

which will make it possible for employers to turn 

over the tax collected to the Government more fre- 
uently than the regular time prescribed. 

The Commissioner of Internal Revenue is empow- 
ered to authorize employers to estimate the wages 
which will be paid to any employee in any quarter of 
a calendar year; to determine the amount to be 
withheld and collected upon each payment of wages 
to such employee during such quarter as if the ap- 
propriate average of the wages so estimated consti- 
tuted the actual wages paid; and to withhold and 
collect upon any payment of wages to such employee 
during such quarter such amount as may be neces- 
sary to adjust the amount actually withheld and col- 
lected upon the wages of such employee during such 
quarter to the amount otherwise required to be with- 
held during such quarter. 

The Controllers Institute of America has been co- 
operating with Congress and with the Treasury De- 
partment since January, when Colin F. Stam, Chief 
of Staff of the Joint Committee on Internal Revenue 
Taxation, requested The Institute to take a poll of its 
members on the question of the practicability of em- 
ployers withholding portions of wages with which 
to pay personal income taxes, under certain condi- 


. tions which were described, namely, the giving of 


weight to marital and dependency factors only. 

Members of The Controllers Institute of America 
voted about seven to one that it was practicable for 
employers to handle withholdings under those con- 
ditions, and a report was made to Mr. Stam to that 
effect on February 11. This same information was 
made available to John L. Sullivan, Assistant Secre- 
tary of the Treasury, and to other Treasury officials. 

In voting on this question, members of the Insti- 
tute made many interesting comments and sugges- 
tions as to how the withholding feature could be 
kept on a practical, simple basis. These hundreds of 
comments were analyzed and collated by The Insti- 
tute’s committee, and the practical problems which 
were disclosed were communicated to Mr. Stam on 
April 19, as well as to the Treasury Department; 
Randolph Paul, its general counsel, and Stanley S. 
Surrey, tax legislative counsel of the Treasury De- 
partment. 

The Institute’s committee was asked to confer in 
Washington with Mr. Surrey and other officials of 
the Treasury Department, concerning the details of 
the proposed legislation, and spent the greater part 
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of the day on May 1 discussing the details of the 
practical application of the withholding provisions. 
Information was supplied by the committee to Sen- 
ator Walter F. George, Chairman of the Senate Fi- 
nance Committee, with respect to various proposals 
for simplifying the withholding procedure. 

Congress and the Treasury Department realized 
that the success of the withholding procedure will 
depend on the manner in which it is administered by 
employers, and turned to the national organization 
of controllers for assistance in laying the ground- 
work for this legislation. 

Controllers will meet these problems and master 
them, as they have other similar problems in the past 
ten years, involving heavy responsibilities placed on 
business concerns by the Government. 


More Views on Postwar Goals 


ITH “postwar” claiming almost as much head- 

line attention these days as do Attu, the Kuban, 
and Ichang, it is interesting to note some of the 
trends in current pronouncements as to postwar pro- 
grams and practicalities. 

The American people, for example, are substan- 
tially agreed on what they want after victory is won, 
according to the report of a survey on changes in the 
nation’s economy and of probable postwar problems 
in eleven major fields of the nation’s life, made pub- 
lic by the Twentieth Century Fund. The general ob- 
jectives, the report disclosed, are economic stability 
and national prosperity within a workable system 
of collective security and revived international trade. 
The report is published in a popular manual for 
study and discussion, edited by Evans Clark, the 
fund’s executive director, under the title “Wartime 
Facts and Post-War Problems.” 

Another publication on postwar goals, “Freedom 
from Want: A World Goal,” was recently published 
by the Public Affairs Committee, being ‘‘based on a 
number of studies by the International Labor Office, 
the League of Nations, the Pan-American Union and 
other agencies.” 

Although the general goal of universal betterment 
is no doubt desirable, it must not be overlooked that 
freedom from “want” is not the thing desired, for 
“want” cannot be eliminated. Rather, it is the lack 
of things with which to meet or satisfy “want” that 
causes concern. That is the challenge of the present 
and the future—and that is the challenge which 
private competitive enterprise is ready to meet if, 
and as soon as, it is given the “green light” by gov- 
ernment after the war. 











Firmly believing that the Controller 
is destined to play an important, and 
in fact an indispensable part in the 
business life of our economy after the 
end of the war, I have agreed to dis- 
cuss ‘The Controller's Part in Post- 
War Planning.” The subject of post- 
war planning is receiving a great deal 
of attention from business men every- 
where. Much has already been said 
and written, and several programs are 
well on their ‘way to concrete develop- 
ment. It is the very existence of so 
much material, and the expression of 
so many points of view that leads me 
to believe some further analysis of the 
question, from the point of view of ac- 
counting and fiscal officers of business 
organizations, may serve to define a 
little more clearly what we controllers 
can aim at in our efforts in this field. 

The.end of the decade of prosperity 
following the close of World War 
One found American business at a 
high peak of efficiency and productiv- 
ity. Outwardly the rewards of that era 
were satisfactory to all major groups. 
Labor ‘was, in the main, receiving rela- 
tively satisfactory compensation, stock- 
holders were pleased with large divi- 
dends and mounting market values of 
securities, management was being re- 
warded for increased efficiency of pro- 
duction, and governmental finances 
were in excellent shape as a result of 
steady tax collections. 


DECEPTIVE PROSPERITY 


However, these outward evidences 
of a strong economy were deceptive. 
Now we can see clearly that there were 
serious shortcomings on the part of 
business management as a whole to 
solve the basic problems of distribution 
of the wealth generated by our produc- 


The Controller's Part in Post-War 


Planning 


By T. C. Mc Cobb 


tive dynamos, to create understanding 
and good will among capital, labor, 
the public and their government, and 
in undertaking farseeing plans for the 
elimination of much of the distress re- 
sulting from fluctuations in our cycle 
of business operations. 

As a result of this failure by busi- 
ness management, and in fact by all 
the other major economic groups, the 
troubles of the depression created 
much more heat than light. The pub- 
lic looked to government as the strong- 
est protection against collapse. Gov- 
ernment entered upon many programs 
to direct and to stimulate business ac- 
tivity. Many business men took nearly 
ten years to adjust their thinking to an 
attitude of co-operation with govern- 
ment’s efforts to solve economic prob- 
lems, and many still cherish deep- 
seated resentment at public interference 
in activities where management alone 
held unquestioned control a few 
years ago. It seems to me that many 
men in business carry criticism of 
political leadership to the point of 
abuse. Of course, business must give 
candid and constructive criticism of 
proposals for government action but 


should not carry it so far that it amounts 
to a repudiation of all leadership. 
The relative prerogatives of govern- 
ment and business were just being 
fitted into a semblance of co-operation, 
when everything was thrown awry by 
the new problems of a war economy, 
such as price controls, control of war 
profits, restrictions on the use of ma- 
terials, limitation of output, and man- 
power stabilization. These controls all 
of us accept patriotically in our deter- 
mination to win the war as soon as we 
possibly can, but most of us will urge 
the elimination of these encroachments 
upon the traditional freedom of 
American business as soon as that can 
be done consistent with the prevention 
of great disorder in the operation of 
our business system. Such elimination 
of governmental controls will bring 
difficult problems, and those problems 
will be aggravated by the inevitable 
readjustments incident to the return 
from war to peace-time business. 
Governmental expenditures _ will 
drop from an estimated $100. billion 
a year to a fraction of that sum; men 
will be returned to civilian life from 
the armed services in unprecedented 











COMING EVENTS 


Not only does today’s foresighted corporate controller have 
full knowledge of the past and present trends of his company’s 
activity; he is likewise deeply interested in looking forward. Mr. 
McCobb, as Controller of Standard Oil Company (New Jersey), | 
and as President of The Controllers Institute of America is | 
highly qualified to discuss this subject, presented by him at the | 
Sixth Midwestern Controllers’ Conference in Cleveland on May 
10, 1943. Note particularly, Mr. McCobb’‘s ‘‘Fourteen Points” 
on the role of controllers in post-war planning. 


—THE EDITOR 
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volume; American business will face 
the problems of reconversion to peace- 
time activities, and of financing that 
procedure ; and all this will take place 
in a world torn with the greatest chaos 
modern civilization has witnessed. The 
very enormity of the problem is deeply 
sobering to every thoughtful business 
man, yet the challenge of solving those 
problems, and the probable bitter al- 
ternatives of failing to solve them 
spurs us to tackle the job with all the 
resources and energy at our command. 


StEP Up PRODUCTION 


It seems obvious that the immediate 
step to be taken as soon as the tempo 
of war production slackens, is to step 
up the production of peace-time goods 
and services, and by so doing to pro- 
vide the widest possible employment. 
If any appreciable interval is permitted 
to elapse from war to peace-time levels 
of production and employment, with 
resulting widespread distress in the 
ranks of working men and women, 
there will be such a demand for fur- 
ther governmental interference in busi- 
ness activity that most of our free 
system of private initiative will disap- 
pear. That is the consensus of opinion 
among thinking business leaders. 

Government already has taken a 
strong role in the business scene. It not 
only has assumed the controls I have 
already mentioned with respect to war 
activities, but it has acquired the own- 
ership of vast industrial properties 
through Defense Plant Corporation, it 
will own great inventories of critical 
materials by reason of the war contract- 
ing activities of the Army, the Navy, 
and the Maritime Commission, and it 
has control of the credit structure of 
the nation through the Federal Reserve 
System, the R.F.C. and many other 
credit agencies. It also has the power 
in a large measure to control the prof- 
its of business through renegotiation. 
When the power of taxation is added 
to these, none can doubt the immediate 
ability of the government to control 
every aspect of the economic structure. 
The power is obvious, the agencies 
exist for the most part, and with a 
strong public demand on Congress for 
telief from the tribulation of sudden, 
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great unemployment the private con- 
trol of the business system would be 
immediately, and probably perma- 
nently, ended. 

Already implicit in the social re- 
forms of the past few years is the 
promise of broad extensions in social 
security. The appearance of the Bev- 
eridge plan in England, and the 
broader program of the National Re- 
sources Planning Board for similar so- 
cial goals in this country clearly dis- 
close that our citizens insist upon the 
economic system working with such 
efficiency that everyone who wishes to 
and can work will have employment at 
good wages, and that everyone will be 
protected against the hazards of acci- 
dent, illness, temporary unemploy- 
ment, and old age. Many doubt the 
will or the ability of business to do this 
voluntarily, and therefore insist that 
government undertake the task. 

Due to the failure of private busi- 
ness to afford reasonable opportunity, 
‘the last several years have seen millions 
of our citizens go into the employ of 
the government. They have the ambi- 
tion of correcting what they feel to be 
the abuses or weaknesses of the present 
system, which they experienced when 
they failed to find suitable work in 
private business during the depression, 
and most of them hold the view that 
complete governmental control of the 
business system is the answer. 


PRESENT ATTITUDE 


Perhaps the fairest exposition of the 
present day attitude of government 
toward business can be found in recent 
remarks of Vice President Wallace. 
After stating the goal that all Ameri- 
cans can become members of the mid- 
dle class, and enjoy the benefits that 
class has enjoyed in the past, Mr. Wal- 
lace laid down several propositions: 
that the competitive spirit must con- 
tinue to be one of our main driving 
forces; that we can have full employ- 
ment without destroying private initia- 
tive, private capital, or private enter- 
prise; that the more private enterprise 
succeeds in maintaining full employ- 
ment, the less government spending 
will be required; but that government 
can and must accept the responsibility 
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for filling in gaps business leaves. 

From what I have said I believe it 
unmistakably clear that we representa- 
tives of established business dare not 
fail in our program to provide imme- 
diate civilian employment as the pro- 
duction of our war goods falls. To the 
extent we fail, government will invade 
business fields to provide employment. 
If we do fail, the interference of gov- 
ernment will slow dow to a snail’s pace 
the driving advance of the private en- 
terprise system, and to a considerable 
degree it will nullify the efficiency and 
benefits of private management. What- 
ever may have been the shortcomings 
of business in basic planning, no one 
seriously disputes the results of our 
management system in terms of vol 
ume of producaon and _ technical 
achievements. The performance of 
business in the war program is proof 
enough of *! at. It is significant that 
the Russian economy has taken some 
steps to return to a system of re- 
warding individuals for constructive 
achievement. So I repeat, we dare not 
fail to meet the first test of the change- 
over to peace-time activity, the provid- 
ing of prompt and broad employment. 

In all reasonable probability, that 
first step will be met without too much 
difficulty. The wear and tear on our in- 
dustrial plants will call for great re- 
placement programs. Most of our citi- 
zens will be in the market for new 
household appliances of all kinds, and 
new automobiles. The people have the 
money to satisfy their requirements, 
either from increased wages or from 
war bond savings. Also the new de- 
velopments arising from our vigorous 
search for substitutes will create many 
new demands. Such wants as adequate 
housing have not been properly met 
for fifteen years. Modernization of 
public means of transportation and 
travel will contribute toward the de- 
mands for new goods which will help 
create the immediate markets necessary 
for high production and large employ- 
ment. 

HIsTORICAL Basis 


Support for this conclusion can be 
gained from the history of activity 
after each of three major wars in our 
history, the War of 1812, the Civil 
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War and the First World War. After 
a brief period of hesitancy following 
each of these struggles there was an 
immediate replacement boom of sub- 
stantial proportions. An _ interesting 
analysis of those trends can be found 
in “Collapse or Boom at the End of 
the War’ by Moulton and Schlotter- 
beck of The Brooking Institution. 

That treatise concludes that the far 
more difficult period of post-war ac- 
tivity will follow the replacement 
boom. It is there stated that the chief 
adverse factor in the employment pic- 
ture immediately after cessation of 
hostilities is the unfavorable cost-price 
ratio in manufacturing resulting from 
governmental policies of raising wages 
and farm prices, while restricting as 
much as possible the rise in prices of 
manufactured goods. If the consequent 
compression of profits reduces them to 
a critical point, employment in manu- 
facturing plants may be seriously af- 
fected. The peace-time policy of gov- 
ernment respecting prices will be one 
of the crucial factors in the long range 
solution of our peace problems. But 
even solution of a satisfactory level of 
employment will not solve the other 
problems of the unbalanced national 
budget, restoration of foreign trade, 
maintenance of an effective balance be- 
tween productive capacity and con- 
sumption, and above all improvement 
of relations between labor and man- 
agement, and of co-operation between 
government and business. 

In the most general terms, business 
men’s approach to the post-war prob- 
lems, immediate and more distant, lies 
in planning—planning such as we 
never have undertaken before—plan- 
ning to which we devote all the talent, 
experience and intuition we have de- 
veloped during our business experi- 
ence. We must first plan the prompt 
transition to replacement activity, in 
which, as I have indicated, many fac- 
tors operate in our favor. And then, 
during the relatively short period of re- 
placement prosperity we must plan for 
continuing high levels of production 
and employment by the adoption of in- 
telligent pricing methods, constant im- 
provement in products and production 
methods, and solution of the problems 
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Common Sense for Section 722 


If the relief which Congress intended to 
give taxpayers under Section 722 of the 
Revenue Act of 1942 is arbitrarily denied, 
that excess profits tax law can become an 
instrument for the destruction rather than 
preservation of competitive enterprise, 
Randolph E. Paul, general counsel of the 
Treasury Department, declared in a paper 
prepared for the May 10 meeting of the 
New York State Society of Certified Pub- 
lic Accountants. 

Discussing the address in its editorial 
columns, the New York Journal of Com- 
merce later said that “Section 722 will 
provide a test of whether general relief 
provisions can be administered equitably, 
so that individual hardships and inequities 
can be avoided while tax rates on business 
are lifted to the very high levels made 
necessary by the war. Mr. Paul has prop- 
erly said that this section can help assure 
that the excess profits tax shall not be- 
come an engine for the destruction of 
private enterprise. Its application, how- 
ever, will create numerous difficulties. 

“Taxpayers can help to make the ex- 
periment with a flexible relief provision a 
success, by limiting applications under 
Section 722 to cases of real hardship and 
inequity. If the Treasury will apply the 
provisions in the spirit of common sense, 
as Mr. Paul has promised, following the 
examples set by the Price Adjustment 
Boards in their decisions on Government 
contract profits, Congress may decide to 
add similar flexible relief provisions to 
other parts of the tax law.” 





of distribution which we have never 
before satisfactorily answered. These 
things, if well done, will go far 
toward amelioration of the cost-price 
Squeeze now harassing business opera- 
tion. Finally we must plan and work 
toward better understanding with la- 
bor, the consuming public, and gov- 
ernment. A frank acceptance by labor 
of the necessity of fair profits in all 
business activity, in comparison with 
fair wages and salaries, and the intelli- 
gent approach of government in its 
cost-price policies and its taxation pro- 
gram to a recognition of fair profits 
are results not only desirable, but es- 
sential toward the continued smooth 
functioning of our capitalistic system. 
These results are by no means impossi- 
ble of attainment; they are within our 
reach if we plan now how to get those 
results, and then work to carry out our 
planning. 


THE C. E. D. PROGRAM 


Perhaps the most comprehensive 
plan for post-war business activities in 








both the short and long range, is being 
formulated and implemented by the 
Committee for Economic Develop. 
ment, of which all of you have heard, 
Springing from the joint desires of 
government and business for an agency 
to formulate effective post-war plan- 
ning, the Committee was voluntarily 
organized by leaders in business and is 
financed by business contributions. Up 
to this time it has published two 
pamphlets, the first primarily for the 
use of relatively large business enter- 
prises in formulating their own post- 
war plans, and the second for use in 
community planning. Both publica 
tions stress the organization of te- 
search divisions, and the passing on of 
the findings and conclusions of te. 
search to all those who co-operate with 
the activity of the Committee. 

To controllers these are suggestions 
of importance: 

Is your company building up ample 
cash reserves for the post-war period? 

Are you setting up proper depreciation 
and obsolescence reserves? 

Are you taking steps to procure bank 
credits, if working capital may prove in- 
adequate? 

Are you keeping close control of in- 
ventories, to protect your company in the 
event of price declines following the war? 

These are all to the point that every 
business organization must have the 
financial ability to carry out its post- 
war planning, and to keep in that con- 
dition by avoiding the risk of unneces- 
sary losses through careful internal 
controls. 

Probably the heaviest burden in 
preparing your business to meet post- 
war demands is taxation. But as we 
have already seen, in this war-time 
economy the government restricts pro- 
duction and limits the gross income of 
many lines of business by priorities, ra- 
tioning, price control and renegotia- 
tion. Obviously the burden of taxes 
must be coupled with rising costs of 
doing business, lessened ability to 
raise new capital because of dimin- 
ished earnings, and the difficulty of 
setting aside adequate reserves. Much 
has recently been written with respect 
to providing reserves in calculation of 
profits. Most of these recommenda- 
tions are sound, but the management 
of every company, in the light of their 
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uliar problems and to the extent of 
their post-war plan, must decide the 
type of reserves to be charged against 
income to avoid, if allowable, unneces- 
sarily high tax payments, and to pro- 
vide funds for future needs. 


ROLE OF CONTROLLERS 


Some of the things every controller 
must do in planning to meet post-war 
problems are these: 


1. Avoid inadequate charges against 
income for depreciation or amortization 
of properties with accelerated operations. 

2, Make provision to cover repairs de- 
ferred due to pressure of war.* 

3, Avoid insufficient provision for bad 
debt losses. Many companies will doubt- 
less find old customers with high credit 
ratings suddenly unable to meet their 
commitments due to such things as their 
inability to obtain essential raw materials 
to carry on their normal activities, and 
for other reasons beyond their control. 

4, Provide for adjustments of profits on 
government contracts subject to renegotia- 
tion. Stress on lower profits is becoming 
increasingly apparent in such conferences. 

5. Provide for the possible replace- 
ment of depleted inventories at higher 
price levels. 

6. Guard against 
plant facilities. 

7. Keep short term financing under 
control. 

8. Avoid unwise dividend distributions. 

9. Follow collections closely. Govern- 
ment accounts usually are in large 
amounts and remain unpaid for an ab- 
normal length of time. 

10. Avoid indifference to mounting op- 
efating expenses. During the war period 
the question of expense is likely to be 
subordinated to the task of production. 
There is a lamentable tendency in some 
quarters to be less careful about the ex- 
pense of doing business because a large 
part of these costs will be passed on to 
the government in tax deductions. Obvi- 
ously business will be faced with the 
problem of overcoming such expense 
momentum when war-time demands dis- 
appear and competition becomes greater. 

11. Provide reserves for undetermined 
war losses, 

12. Provide for anticipated separation 
allowances and similar personnel expenses 
after the war. 

13. Make adequate provision for re- 
establishing markets and _ re-designing 
products to meet post-war competition. 

14. Establish close controls of pur- 
chases and inventories. 


Overinvestment in 


The purpose of these steps is to give 
effect to all possible conditions in de- 
termining profits, to keep tax costs as 
low as the law allows, to safeguard 
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the liquidity of assets, and to anticipate 
post-war needs and provide for them 
in the financial statements. The action 
to be taken, in many cases, depends 
upon a carefully considered plan for 
the future. 

Unfortunately, many of the war 
costs and losses for which we should 
provide, through establishment of re- 
serves, are difficult to determine. As a 
matter of conservative business admin- 
istration, we should attempt such esti- 
mates, and provide for such contin- 
gencies. Our estimates cannot be 
perfect; we have few yardsticks or 
standards by which to gauge current 
business problems in this era of uncer- 
tainty and revolutionary change. Yet 
our knowledge of sound business prac- 
tice and our experience in forecasting 
the future course of events within our 
own businesses should lead to reason- 
ably accurate conclusions. 

Often these calculations lead man- 
agement to the conclusion that its 
quick assets are inadequate to meet the 
problems incident to war contract can- 
cellations. Under these circumstances 
corporations have frequently applied 
for so-called guaranteed V-Loans. As 
you doubtless know, General Motors 
has arranged a billion dollar bank 
credit, not only for additional working 
capital requirements during the war, 
but to preserve its normal funds for 
meeting the uncertainties of war to 
peace conversion. The government it- 
self has recognized the need for addi- 
tional working capital in the immedi- 
ate post-war period; the 1942 Revenue 
Act provides a 10% refund after the 
war for excess profits taxes paid now. 
Certainly if the government, and if a 
corporation as soundly managed as 
General Motors, both recognize this 
need, it behooves all of us who are en- 
trusted with the responsibilities of 
management, to take whatever steps 
we can now to have on hand sufficient 
liquid funds to permit us to carry on 
in the coming era of peace without re- 
sort to short term borrowing. 

I believe thinking business must ad- 
mit the problems I have outlined con- 
stitute a grave challenge to business 
management. Despite our preoccupa- 
tion with war production, despite the 
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characteristic difficulties of tackling 
problems involving the intangible as- 
pects of those here reviewed, we can- 
not be content with ‘muddling 
through.” We must prepare to meet 
these problems now, as best we can, 


-and establish not only monetary re- 


serves, but reserves of thought, and 
planning, and knowledge, that we may 
successfully cope with these problems 
when they actually arise. 


CONTROLLER’S RESPONSIBILITY 


On recent occasions I have com- 
mented on the broadened responsibil- 
ities of controllership. This whole 
problem of post-war planning depends 
for its effective execution upon provid- 
ing our respective enterprises with the 
financial ammunition necessary to the 
economic battle. Before we can even 
gauge our requirements we must study 
intensely our own post-war problems. 
We must then co-operate with our 
management associates in working out 
a post-war plan in our own businesses. 
Moreover we must be willing to pass 
along to others in our industries and 
in our communities the thoughts and 
plans we seek to carry out. Finally, we 
must seek intelligent and co-operative 
relations with our employees, with the 
public and with government so that 
the advantages and benefits of our 
private enterprise system may be pre- 
served to carry us to new peaks of 
achievement. 

I am told the chief worry of our lads 
in service is whether they can find a 
decent job when they return. It is up 
to us to help to plan for business con- 
ditions which will give them the op- 
portunities they deserve, and to plan 
for a continuation here at home of the 
American way of life they are fighting 
to preserve. Although not as spectacu- 
lar as a military battle, this struggle at 
home requires all the skilled planning 
of a major military campaign. As con- 
trollers, we have been helpful as 
planners in our own enterprises. It is 
up to us to do our share of hard work 
in this planning. With the application 
of all our skill and ability I do not fear 
for the outcome of the struggle for 
business prosperity in the whole post- 
war period. 








Contract Termination and Settlement 






The World War I Record 


Because I was intimately engaged in 
war contract termination and settle- 
ment during the latter part of the last 
world war, and for many months after 
the armistice of November 11, 1918, it 
is easier for me to describe it in first 
person, and I hope you will pardon my 
doing so. 

One of the things that astonished the 
public and the manufacturers was the 
comparative shortness of the time in 
which the adjustments were accom- 
plished, and the contractors received 
their money. The Government, and par- 
ticularly the Secretary of War, realized 
that everything must be done to get the 
manufacturers back on peace-time pro- 
duction as quickly as possible. This 
could not be done so long as their plants 
and their money were absorbed in war 
work. 

It would be wasteful and futile to let 
them go on producing great quantities 
of war supplies and munitions. But if 
this work was stopped by cancelling the 
contracts, and letting the contractors go 
to the courts for damages there would 
be long delay before they got their 
money and could return to peace-time 
work, and in the interval many would 
become insolvent and fail. 

The quickest way to handle the mat- 
ter was for the War Department to 
agree with each contractor as to how 
much was due him because of his sus- 
pended or reduced work, and to pay 
him forthwith out of existing appro- 
priations of money by Congress. This is 
just what was done. 


TEN MONTHS’ ADJUSTMENTS 


The Armistice was on November 11, 
1918, and by September 1919, less than 
a year, more than four-fifths of the con- 
tracts of the War Department had been 
adjusted and thecontractors paid, and the 
rest were quickly settled in the same way, 
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except in the comparatively few cases 
in which no agreement could be reached. 

Most of these remaining cases were 
brought to the Board of Contract Ad- 
justment of the War Department. The 
Board was reorganized and began to 
function actively in August 1919. It 
had disposed of 2,850 claims filed with 
it, and reached agreements with the con- 
tractors or denied the claims by June 
1920. A report in the National Archives 
dated February 1943 states “In an in- 
credibly brief time it had finished the 
job.” A few claims remained and were 
taken to the courts. So practically the 
entire adjustment of nearly 30,000 War 
Department contracts were finished and 
the money paid over to the contractors 
within twenty months after the armistice. 

I will next outline the principles and 
method by which this astonishing result 
was accomplished. After considering 
these I think you will agree that sub- 
stantially the same thing may well be 
the best mode for disposing of the prob- 
lem in case of termination or substan- 
tial reduction of hostilities in this war. 

The first problem of the Government 
and of the War Department was to de- 
termine which things would be needed 
and in what quantities. This was, in the 
first place, a political problem depend- 
ing on what part the United States 
would take in maintaining armies of 
occupation, policing of occupied or 
liberated countries, supplies to such 
countries, both military and for reha- 


bilitation, etc., and secondly, a military 
problem to determine just what arms 
and supplies would be needed to finish 
the war, and to carry out the decisions 
arrived at by the rest of the govern 
ment as to armies of occupation, etc, 

Until these questions were deter- 
mined production and performance of 
contracts were not generally suspended 
or curtailed. However, when suspension 
of work, or curtailment, did take place, 
speed in adjustment and payment to the 
contractor were essential. 


Factors To CONSIDER 


In deciding how to do this certain 
factors became evident. 

It must be done by the War, the 
Navy and the other departments, and 
not by the courts. If the adjustment were 
left for the courts there would be great 
delay, because of the slowness of ju- 
dicial procedure, and because, after 
judgments have been obtained, appro- 
priations must be made by Congress to 
pay them. 

The same considerations apply to ad- 
justments by the Treasury Department, 
or its Boards, for they do not have the 
personnel familiar with the contract, its 
performance, and the like. 

Care must, therefore, be taken not to 
cancel or breach the contract, for then 
the contractor would have no rights 
left, but for damages, and must go to 
court, or to the Treasury Department to 
obtain relief. 





subject. 





GUIDANCE FROM THE PAST 


| Without knowledge of previous experiences, we cannot plan 

present policies soundly. Brigadier General Delafield (Inact. 

Res. U. S. A.) speaks with authority, for he served as Chairman 
| of the War Department Board of Contract Adjustment after 
| World War |. General Delafield, of Delafield, Marsh, Porter & 
| Hope, New York Attorneys, addressed the Annual Meeting of 
| the Chamber of Commerce of the United States in April on this 


—THE EDITOR 
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The procedure adopted, therefore, 
was to suspend work or production 
under the contract, either in whole, or 
in part, and then to agree upon an 
amendment of the original contract to 
fit the new situation. 

This amendment may (1) cut down 
the work or production under the con- 
tract, and agree upon the amount to be 
paid to the contractor, or manufacturer 


for his losses in doing so, or (2) it may © 


stop the work or production altogether 
and agree upon the amount to be paid 
for losses. 

The Secretaries of War, Navy, and 
others have power to make contracts for 
work, supplies and the like and there- 
fore have power to amend them by sup- 
plemental contract so long as they are 
live, valid contracts. 

The monies appropriated by Con- 
gress under which these contracts are 
made may also be used to make pay- 
ments under the. amendments of these 
contracts. 

The Secretaries of War and Navy 
have the right to delegate their power 
to contract to others called contracting 
officers. Such officers may act on the in- 
structions of claims boards of the War, 
Navy, and other Departments, and sign 
the supplemental contracts which settle 
the claims. 

With these factors as a background, 
and the Government having deter- 
mined which contracts for work or pro- 
duction should be cut down, and to 
what extent, the procedure which was 
used in the last war, and may well be 
followed in this, was generally as fol- 
lows: 


PREVIOUS WAR’S PROCEDURE 


Let us take the Ordnance Department 
contracts as an example, for that was 
then, and still is, the largest and most 
important supply bureau of the Army. 

The Ordnance Department like the 
other bureaus of the Army, has in 
Washington an organization of experts 
in every line of its work. It was then 
as it is now, decentralized into Ord- 
nance District, then thirteen in number, 
covering the whole continental United 
States. The Districts each had a Chief, 
and a complete staff of personnel, en- 
gineers, accountants, inspectors, finance 





The Controller, June, 1943 


officers, property officers, etc., including 
in this personnel, business men, law- 
yers, bankers, expert bookkeepers, etc. 
These Districts each took entire charge 
of all the contracts being performed in 
their District, had complete records of 
production and progress under each 
contract and most subcontracts, saw to 
the correctness of shipments of finished 
work, and deliveries of raw materials 
and component parts furnished by the 
Gove , of other prime contrac- 
tors, paid the manufacturers for work 
done and product delivered, etc. etc. 

Here then was the personnel and rec- 
ords, ready to hand, distributed all over 
the country, to adjust the suspended and 
curtailed contracts in those parts of the 
country, and agree how much should be 
paid to each contractor affected. 

At the time of the Armistice I was 
stationed in Chicago. With the forego- 
ing in mind, I then prepared a full out- 
line for the settlement of Ordnance 
Contracts, draft forms on which the 
contractors were to submit their claims, 
etc., and mailed these to the Chief of 
Ordnance in Washington. I was 
promptly transferred to the Ordnance 
Office in Washington, and took a lead- 
ing part in devising the methods of 
adjustment of Ordnance Contracts, the 
details of procedure in doing so, and in 
drawing up the orders and instruction 
to the officers and claims boards and the 
forms used. 

Pursuant to these orders each Dis- 
trict, besides carrying on its war time 
work for the production that was not 
suspended, became a District Ordnance 
Claims Board. For this purpose, on the 
recommendation of the District Chief, 
the Chief of Ordnance appointed sev- 
eral others on the District Board. These 
were usually experienced bank officers, 
lawyers, and business men of the Dis- 
trict. 


DistricT BoaRD CLaims Not FINAL 


The District Claims Boards with the 
aid of the experienced personnel of the 
district and their books and records and 
the claims and schedules submitted by 
the contractors generally negotiated fair 
agreements for adjustment, called set- 
tlement agreements. Such agreements 
were not, however, final until approved 
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by the Ordnance Claims Board in 
Washington. 

This Board, appointed by the Chief 
of Ordnance and presided over by an 
Assistant Chief of Ordnance, of which 
I was a member, and to which was 
added one member of the War Depart- 
ment Claims Board, (a coordinating, 
policy making and regulating body of 
the War Department, of which I sub- 
sequently became a member) had as its 
functions to review all proposed agree- 
ments of adjustment sent it by the Dis- 
trict Boards and either approve or dis- 
approve and remit to the District Board. 
A contractor might also appeal to it 
and it had power to negotiate agree- 
ments of adjustment on its own initia- 
tive. 

When the work of the District 
Boards was well under way in the win- 
ter of 1918-1919 I visited a number of 
them by order of the Chief of Ord- 
mance, gave instruction talks to the 
members and personnel, and checked 
up on the progress of the work. I found 
these boards working well and rapidly. 

The other bureaus of the War De- 
partment generally followed the plan 
devised and carried out by the Ordnance 
Department. Several, however, with a 
much smaller volume of contracts, and 
no district organizations had only one 
claims board which was located in 
Washington. 

The basis upon which such settle- 
ment contracts were worked out is well 
stated in Supply Circular 19 of the 
Purchase, Storage, and Traffic Division 
of the War Department, dated March 
6, 1919, and printed at length on pages 
LXIV to LXX of Vol. I of Decisions of 
the War Department. 

It provided in some detail for adjust- 
ment with the contractor by paying him: 


1. The contract price for all fin- 
ished work delivered and accepted. 

2. Raw materials, direct and in- 
direct. 

3. Articles in process. 

4. Reimbursement of amounts paid 
in settlement with sub-contractors 
and supply men. 

5. Cost of care, etc., of govern- 
ment owned property. 

6. Unamortised part of special fa- 
cilities for the contract. 
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7. Unamortized part of plant re- 
arrangement before and after sus- 
pension. , 

8. Overhead. 

9. “Such additional sums, if any, 
as the Secretary of War may deem 
necessary fairly and justly to com- 
pensate the contractor for expendi- 
tures, obligations and liabilities 
necessarily incurred” in carrying out 
the contract. 

10. Remuneration, usually figured 
at six per cent on some of the forego- 
ing items. 


Some of the termination clauses in 
contracts, or proposed for contracts, 
provide for allowance of profit on the 
unfinished part of the work. This is 
thought not to be practical for circum- 
stances not foreseeable at the time of 
making the contract, such as the re- 
negotiation of contracts, may make it 
impossible to ascertain the profits until 
long after suspension and the negotia- 
tion of a settlement agreement. 

This basis also provided for interim 
payments to the contractor to be made 
from time to time as various of the fore- 
going items were fixed in amount and 
agreed to. 

If, however, the original contract 
contained a termination and amend- 
ment clause, and this set forth a basis 
for payments to the contractor, that 
method was followed. 

The basis of settlement set out in 
Supply Circular 19 and the prompt and 
generally reasonable attitude and work 
of the claims boards caused almost all 
War Department contractors to adopt 
that mode of adjusting their curtailed 
or suspended contracts, rather than to 
go to court, even though the amount re- 
covered in court might have been 
greater, because of a fuller allowance 
for lost profits. 


CONTRACT Must BE BINDING 


It will be noted that the foregoing 
principles of adjustment of contracts by 
amendment required that the contrac- 
tor have a live valid contract binding 
upon himself and the United States. 
Otherwise, there could be no supple- 
mental contract for there was no con- 
tract to amend. 
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It was found that many contractors 
had contracts which were not made ac- 
cording to law and were not binding, 
upon the United States. 

To do justice to these contractors, 
and not leave them to nothing more 
than the value of goods delivered and 
services rendered, the Dent Act was 
passed by Congress, and became law 
March 2, 1919. Under it a large num- 
ber of War Department contracts were 
validated and adjusted on the principles 
of Supply Circular 19. 

These contracts had been invalid in 
some cases, because they had been 
signed on behalf of the United States 
by a person who did not have authority, 
in some cases they were made orally, 
or had other defects. There may well 
be many such contracts made in this 
war, and which will require similar ac- 
tion by Congress. 

By August 1919 about 22,000, 
roughly four-fifth, of the War Depart- 
ment contracts had been adjusted. The 
adjustments in the Ordnance Depart- 
ment were in large measure completed 
and the boards were working well. It 
seemed to me that the War Department 
no longer needed my help, and I applied 
for discharge from my commission as a 
Colonel in the Ordnance Department. 
This was about to be granted when I 
was appointed Chairman of the Board 
of Contract Adjustment of the War De- 
partment, and given a free hand to re- 
organize it and build it up to whatever 
strength I believed necessary to ac- 
complish its work. 


APPEAL BOARD ESTABLISHED 


This board was in the nature of an 
appeal board whose function it was to 
adjust, if possible, those suspended or 
curtailed contracts which the Bureau 
boards of the War Department had not 
succeeded in adjusting. It had also to 
formulate contracts legalized by the 
Dent Act of 2 March 1919, and send 
them to the appropriate bureau boards 
for adjustment, or if there was no such 
board to adjust them itself. 

It was reorganized with approxi- 
mately twenty members who sat as 
judges taking testimony and hearing 
argument, eighty government attorneys, 
who prepared and presented the cases 





on behalf of the United States, and , 
clerical personnel of about one hun. 
dred. It had a good law library, hearing 
rooms, and a total space of about 99 
rooms in one of the temporary build. 
ings in Washington. The members of 
the Board were distinguished lawyers 
from various parts of the United States. 

A total of 2859 claims, aggregating 
about $108,000,000 came before this 
board, and were all acted upon and 
either adjusted or refused. The work of 
the board was substantially completed 
by June 1920, in a period of ten 


months. 


The decisions of this board are 
printed in eight volumes entitled De. 
cisions of the War Department—Board 
of Contract Adjustment. 

I can think of no more effective, 
faster, or more just way to slow down 
and taper off war production than that 
used after the armistice of 1918. 

It gets money to the contractor at the 
time when he most needs to convert to 
peace time production. 

It is based on fair discussion and ul- 
timate agreement between himself and 
the government. 


DIFFICULTIES AHEAD 


It will no doubt be more difficult to 
make these adjustments after this war 
than after the last: 


1. Because the volume 


greater. 


2. Because the war will not come to 
an end all at one time, so there will be 
many more partial curtailments of pro- 


duction. 


3. Because of the many different 
termination clauses that have been put 
in war contracts. It may well be con- 


tended that 


clauses are unnecessary and only make 
the work of contract adjustment more 
difficult and, therefore, slower. 


In conclusion I recommend that 
business executives endeavor (1) to 
have established in the War and Navy 
Departments plans for adjustment of 
war contracts similar to that outlined 
above; and (2) that the key personnel 
be now selected for the work and in- 
structed how to carry it out, when the 


need arises. 
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Suggested Policies and Procedures 
in Clearing Claims Resulting from 
Cancellation of War Contracts 


I. THE SIZE AND NATURE OF 
THE PROBLEM CREATED BY 
CANCELLATION OF WAR 
CONTRACTS 


A. Likely Extent of Cancellations 


The annual reports of the Secre- 
taries of War and Navy for 1919 to 
1922 show that at the end of the last 
war, cancellations were equivalent to 
approximately one quarter of all con- 
tracts completed and around 40,000 
claims were presented amounting to 
about 5 billion dollars. Considering 
this ratio of cancellations in connec- 
tion with the present planned War 
program of 240 billion dollars and the 
annual production scheduled of nearly 
100 billions, it is reasonable to as- 
sume that at least 25 billion dollars 
of contracts may be cancelled at the 
end of the present war and perhaps 
another 25 billions terminated or 
changed during the war. In this con- 
nection, the American Arbitration As- 
sociation, weighing its intimate know]- 
edge of World War I experience 
against current and prospective trends, 
recently held that “this time there is an 
upheaval and dislocation of contractual 
relations beside which those in World 
War I will be found to be mere 
child’s play.” 


B. Tie Up of Working Capital 

One of the chief problems created 
by war contract cancellations is the 
tie-up of industrial working capital. 
The present wart program requires 
about one half of all production facili- 
ties in the country which in turn in- 
volves at least one half of all industrial 
working capital. At the end of the war, 
the rapid release of this working capi- 
tal will be essential for reconverting 
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facilities to peacetime production and 
for providing necessary employment. 
Consequently, quick clearance of can- 
cellation claims is probably the sim- 
plest, soundest and most logical 
approach to this problem. 
With this problem in mind, my dis- 
cussion is intended to outline steps 
which can or should be taken to ex- 
pedite the clearance of claims; first, 
from the contractor's viewpoint and, 
secondly, by the Government. 


II. SUGGESTED PROCEDURES 
AND POLICIES FROM THE 
CONTRACTOR’S VIEWPOINT 


My following comments are based 
on our experience, which started over 
a year ago, involving the complete can- 
cellation of several prime contracts in 
the 5 to 10 million dollar class and the 
partial cancellation of a couple sub- 
contracts of minor size, all of which 
were for heavy equipment type of 
product. The prime contracts were 
cancelled within three months of the 
date of the contract and before actual 
production in our plant had started, 
but after a high proportion of the pur- 
chase and sub-contract commitments 
had been made and considerable prepa- 


ration expense incurred. The partial 
sub-contract cancellations were in- 
curred after production had well ad- 
vanced. None of these claims have 
been settled as yet, although the oldest 
one appears to be nearly closed. 

I might add that all of these can- 
cellations were through no fault of 
ours and were, no doubt, unavoidable 
insofar as the Government was con- 
cerned. However, because of our diver- 
sification of contracts, production has 
been maintained at a fairly high level 
through this period and, because of 
splendid Government cooperation, un- 
filled orders at present are higher than 
they have ever been. 

In suggesting procedures and poli- 
cies for the contractor, the various 
phases considered have been segre- 
gated under the following topics: (A) 
Desirable Background; (B) Prelimi- 
nary Steps to be Taken; (C) Preparing 
the Claim ; (D) The Government Audit, 
and (E) Negotiating the Settlement. 


A. Desirable Background 


1. Know the cancellation provi- 
sions in your cancelled contract. 
. Have anadequatecancellation pro- 
vision in your purchase order form. 
3. Know “TD 5000” and “The 


No 





approach. 





THE “HOW” OF TERMINATION 


Termination problems have been a subject of study by Mr. 
Dively over a long period. As Secretary-Treasurer of Harris-Sey- 
bold-Potter Company of Cleveland, he has been in intimate con- 
tact with termination or changes in his firm’s contracts. As a 
financial executive, with a background of engineering and pro- 
duction experience, his suggested policies and procedures, pre- 
sented at the Sixth Midwestern Controllers’ Conference in Cleve- 
land on May 10, 1943, have the benefit of a well-rounded 
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Green Book” on Government 
accounting principles. 
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suppliers and sub-contractors as 
to the status of all outstanding 










11. Wherever practicable, have sey. 


eral individuals in the confer. 









































4. Wherever practicable charge ex- purchase orders. Develop your ences or discussions with Goy- 
penses against the contract own check sheet to provide a ernment agencies on the various 
rather than to general overhead. simple method for collecting the problems as they arise so as to 

5. Keep informed on changing Gov- specific data required, thereby ex- avoid misunderstandings. Keep 
ernment procedures and trends pediting the securing of the notes or minutes on these confer- 
and become acquainted with Gov- necessary information and avoid- ences. Also, have final negotiat- 
ernment personnel. In other ing much confusing correspond- ing officials in the more impor- 
words, know your way around. ence. tant conferences to provide back- 

6. Take a cooperative attitude with 5. Take a detailed inventory of ma- ground and get acquainted as a 


Government agencies but know terials involved and submit it to basis for settlement negotiations, 


what you are talking about and the proper Government agency 
insist On your rights, particularly for disposition. This report 
common sense rights. — should show the type of material, 

7. Learn to make no important its location and condition, price 

sailed unconfirmed verbal in- or cost, etc., and the items should 
are. be logically grouped so as to 
show totals for raw material, 
work-in-process, tools, etc. 

6. Obtain from all sub-contractors 
stop all work and notify sup- and suppliers we uncompleted 
pliers and sub-contractors, by orders an official cancellation 
telegram, confirmed by registered claim or a letter verifying that no 
mail, to do likewise, sending claim will be presented. 
them exact copies of the notice 7. Segregate and clear small claims 
received by you. amounting to less than around 

. Get your staff together to review $1,000.00. Present Government 
the problem, outline procedures, procedure provides for reasona- 
and assign definite responsibil- bly prompt clearance of such 
ities for handling the various claims based on a general review 
functions in clearing the cancel- of the facts and approval by the 
lation such as: preparation of prime contractor on the basis that 
the claim, disposition of ma- they are reasonable in amount and 


terials, handling sub-contractors’ applicable to the contract. 
claims, etc. Spreading work be- 8. Do not pay sub-contractors’ 
tween several individuals or de- claims except upon written ap- 
partments expedites clearance proval from the Government 
and also provides cross checks agency and upon receipt of a 
and balanced consideration, par- signed release from the sub-con- 
ticularly on prorations and in- tractor. Likewise, obtain written 
tangible items of expense. approval and instructions cover- 
3. Upon receipt of detailed cancel- ing the disposal of materials and 
- ation instructions, study them clear these disposals in accord- 
carefully and if they are not ance with Priority regulations. 
workable or suitable in your par- 9. Secure or establish a credit for 


ticular case, ask the Government scrap or salvage value for all un- 
disposed material thereby trans- 


C. Preparing the Claim 

In preparing the claim, a manage. 
ment or industrial engineering, rather 
than an accounting or auditing, type of 
report should probably be used to per- 
mit a more effective presentation. Sub- 
mit a fair and honest claim. Build up 
and maintain complete supporting 
data but do not submit too much de- 
tail in the formal report. 

Although each claim should be 
built around the facts of the case, the 
following outline is suggested as a 
general guide for’ preparing claims re- E 
sulting from contracts cancelled in the 
early stage before actual production 
has started. 


B. Preliminary Steps 


1. Upon receipt of the written can- 
cellation notice, immediately 


No 


1. Material. 
(a) Purchases. 
(b) Suppliers’ and sub-con- 


tractors’ claims. 


2. Factory expense. 
(a) Tooling. 
(b) Learner training. 
(c) Other factory expense or 
overhead (based on dif- 
ferences from normal). 


3. Management. 

(a) Salaries or travelling ex- 
pense (covering individu- 
als and departments that 
can be readily segregated 
such as Sub-contracting, 
Production Control, Time 


agency to revise them. Send . 

copies of these final instructions fering title to the contractor, sub- Study, Superintendents, 
to all suppliers and sub-contrac- contractor or supplier because the etc.). ; 

tors with any supplementary in- Government contracting officer is (b) Purchasing (based on 


dollar volume and not on 
number of orders). 

(c) Engineering, Planning. 
(d) General and Administra- 
tive (based on reasonable 
accounting concepts). 


not permitted to dispose of such 
materials without at least techni- 
cal compensation. 

10. Keep records complete and in 
good shape for current audits as 
well as future reference. 


structions that may be necessary. 
The contractor has no reliable 
basis for changing or interpret- 
ing Government instructions 
without written approval. 

4. Obtain factual information from 
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4, Profit estimate (based on your 


interpretation of the cancellation 
provision in the specific con- 
tract). 


D. The Government Audit 
1. Cooperate with auditors and 


handle as you would your best 
domestic customer. Provide good 
office facilities—make the auditor 
feel at home. 


. Have all records readily availa- 


ble. 


. Freely cover collateral informa- 


tion about the Company particu- 
larly as it applies to the cancella- 
tion as background for the audi- 
tor because much of this informa- 
tion cannot be adequately cov- 
ered in the claim report. 


. Review the results and clear 


those items which are acceptable 
to you and the auditors at the 
time the audit is completed and 
before the auditors prepare their 
report. 


E. Negotiating the Settlement 
1. Have in the meetings those who 


worked on the claim and officials 
who can act on matters under 
negotiation—outside lawyers and 
auditors are likely a handicap in 
these meetings because of their 
technical approach. 


. Guard against general meetings 


and unsound experimental short 
cuts. Claims shouid be based on 
facts and rational consideration 
of specific factors. 


. Know your claim and stick to it, 


on a basis of general principles, 
but do not take an obstinate or 
arbitrary stand because the Gov- 
ernment officials are subject to 
certain directives and regulations 
which are not easy to have 
changed even though the applica- 
tion may be obviously unfair or 
even unsound in particular cases. 


. Where your financial situation 


requires it and negotiations are 
prolonged, ask for advance pay- 
ments covering a portion of the 
claim. 


In general, the following are the 
basic problems which up to this time 
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have caused the most difficulty in set- 
tling claims from the contractor’s view- 
point: 


Jit 


4. 


Ill. 


A realistic determination of gen- 
eral overhead and profit when 
cancellation occurs before pro- 
duction has started. 


. Disposition of materials. 
. A realistic consideration: of new 


buildings and idle plant expense. 
Lack of procedure guidance. 


SUGGESTED PROCEDURES 


AND POLICIES FROM THE 
GOVERNMENT VIEWPOINT 


i, 


Provide a uniform cancellation 
clause for all Divisions of the 
Government. This move would 
save manpower and provide 
greater equality of settlement. I 
understand that the War Produc- 
tion Board is already well on its 
way in the development of such 
a clause. 


. Provide uniform and _ specific 


procedures for contractors’ guid- 
ance in disposing of materials 
and clearing claims. 


. Allow reasonable estimated prof- 


its based on a pre-determined 
formula with special considera- 
tion for cancellations in the 
earlier stages and prior to the 
start of actual production. 

In the absence of a more de- 
tailed formula, it would seem 
practical and reasonable to allow 
profits on a pro rata basis over 
the life of the contract and at a 
pre-determined fixed percentage 
of estimated costs or the price, or 
preferably the profit margin ac- 
cepted in the Bid, irrespective of 
the stage of actual production. 
Likewise, a similar allowance 
should be provided for sub-con- 
tractors. 


. Allow general overhead alloca- 


tion based on the premise that 
probably around 50% of this ex- 
pense allocable to the entire con- 
tract is actually incurred before 
factory production is started, as 
is usually the case in the heavy 
machinery industries where the 
normal production cycle is 
around six (6) months. 
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In considering this point, I 
would like to refer you to the 
very excellent paper prepared by 
Mr. Dundas Peacock, Controller 
of the Elliott Company, under 
the subject of “War Contract 
Termination” which was pub- 
lished in the March, 1943, issue 
of the “Journal of Accountancy.” 
(Refer to May, 1943, issue of 
THE CONTROLLER—Editor.) He 
thoroughly and clearly develops 
the “sequence of incurrence of 
expenses” theory as applied to a 
realistic allocation of engineering 
and administrative expenses. 

5. Recognize that normal account- 
ing systems are set up to handle 
production and not cancellations. 
In view of this point, it would 
seem that Government auditors 
should take more of an industrial 
engineering rather than a tech- 
nical accounting viewpoint. 

6. Eliminate the practice of arbi- 
trary disallowance of certain ex- 
pense item such as reasonable 
bonus payments, group insur- 
ance, collection expense, etc. 
Some of these expenses are an 
integral part of most going busi- 
nesses and others are relatively so 
small that the segration cost more 
than the item is worth. 

7. Provide some realistic basis for 
considering new building and 
idle plan expense. 

8. Establish a clear cut policy of al- 
lowing proper expenses after the 
termination date for clearing can- 
cellations claims and taking care 
of Government property. 

9. Avoid trying to tie in profit or 
price renegotiation with cancel- 
lation settlements. They are two 
separate problems and construc- 
tive consideration requires sepa- 
rate handling. 

10. Provide for substantial advance 
payments as soon as preliminary 
estimates and audits can be made. 


In conclusion, I might add that I 
have the very highest praise for the 
success and effectiveness with which 
Government officials have the War 
program rolling. All of us should fully 


(Please turn to page 287) 





Accounting Procedures 





in Termination of Fixed-Price 
Supply Contracts 


Introductory 


To all who are concerned directly 
or indirectly with government con- 
tracts, accounting problems arising 
from termination of such contracts for 
the convenience of the government are 
of paramount interest. For a variety 
of reasons, it has been necessary to 
terminate a number of contracts in 
recent months and some further termi- 
nations will be unavoidable during the 
course of the war. At “V” day, the 
importance of prompt and equitable 
settlements is obviously of the first 
magnitude. The War Department real- 
izes this situation and is taking steps to 
set up facilities to accomplish this pur- 
pose. 

Those contractors who have been 
dealing with cost-plus-a-fixed-fee con- 
tracts probably realize the necessity of 
special accounting procedures and or- 
ganization to meet governmental re- 
quirements. On the other hand, there 
are, no doubt, some contractors dealing 
entirely on a fixed-price basis who feel 
that thereby they have avoided most, 
if not all, of the accounting problems 
in dealing with the government by not 
entering into cost-plus-a-fixed-fee con- 
tracts. They do not realize that the ac- 
counting problems arising on the ter- 
mination of fixed-price contracts be- 
fore completion are, in many cases, 
more complicated than those arising 
from cost-plus-a-fixed-fee contracts. 

The older fixed-price supply con- 
tracts now outstanding contain one of 
several varieties of contractual clauses 
providing for some method of settle- 
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ment when terminated for the con- 
venience of the government. However, 
for some time a standard termination 
article has been prescribed by Procure- 
ment Regulations issued by the Army 
Service Forces. It is desirable, both 
from the viewpoint of the contractor 
and the government that this termina- 
tion article be included in all fixed- 
price contracts. The standard article 
provides, among other things, that the 
contracting officer and the contractor 
may arrive at a settlement by negotia- 
tion. This provision gives the contract- 
ing officer considerable flexibility in 
working out a fair settlement of the 
amount due for the uncompleted por- 
tion of the contract. It is not neces- 
sary to document such a settlement 
with all the detailed evidence such as 
is submitted to the General Account- 
ing Office in connection with cost-plus- 
a-fixed-fee contracts. 


The standard termination article 
provides that the settlement may in- 
clude compensation to the contractor 
for his costs, expenditures, liabilities, 
commitments and work in respect to 
the uncompleted portion of the con- 
tract. 


PROVISIONS OF STANDARD ‘| ERMINA- 
TION ARTICLE 


Provision is also made for reim- 
bursing the contractor “‘for all expend- 
itures made and costs incurred with the 
prior approval of the contracting officer 
in settling or discharging that portion 
of the outstanding obligations or com- 
mitments of the contractor which have 
been incurred or entered into with re- 
spect to the uncompleted portion of 
the contract.” 

A profit on the uncompleted part of 
the contract proportionate to the ex- 








| THE WAR DEPARTMENT VIEWPOINT 


The viewpoints on contract termination accounting proce- 
dures which are expressed by Lt. Col. John W. McEachren are | 
those of a man of business who is now a government official. | 
Col. McEachren is Acting Chief of the Audit Procedure Section 
| and Chief of the Cost Accounting Procedure Section of the War 
| Department and Audit Supervisor of the Branch of the Fiscal Di- 
vision, S. O. S. Prior to joining the Army in 1942 he was in 
| public accounting as resident partner of Ernst and Ernst of De- 
| troit, Michigan. His paper was presented on May 10, 1943 at the 
| Sixth Midwestern Controllers’ Conference in Cleveland. A Spe- 

cial Committee of The Institute has just been established to co- 

operate with Col. McEachren on termination developments. For 

details, please turn to page 259. 
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tent of completion may also be al- 
lowed, unless a loss on the entire con- 
tract is indicated. 

In addition, the contractor may be 
paid for “such sum as the contracting 
officer and the contractor may agree 
upon for expenditures made and costs 
incurred with the approval of the con- 
tracting officer (a) after the date of 
termination for the protection of Gov- 
ernment property and (b) for such 
other expenditures and costs as may be 
necessary in connection with the settle- 
ment of this contract.” 

Provision is made for prompt par- 
tial payments to the contractor to the 
extent that, in the judgment of the 
contracting officer, such payments are 
clearly within the amount due under 
the settlement. 

All of these provisions of the stand- 
ard termination article create account- 
ing problems of a high order. 


ACCOUNTING BASIS OF THE 
NEGOTIATED SETTLEMENT 


Considerable work has been done 
on the preparation of a manual for 
the accounting examination and review 
of settlements proposed by contractors 
in connection with terminations. Be- 
cause of the urgency of their situation, 
the Ordnance Department has _pub- 
lished, as part of the Ordnance Pro- 
curement Instructions, such a manual 
for use pending the publication of a 
manual to be used by all agencies of 
the War Department. Close coordina- 
tion is being maintained with the Navy 
Department on all of these matters. 

While the standard termination arti- 
cle provides for a negotiated settle- 
ment, it prescribes an accounting 
formula to be used for determination 
of the settlement when the contract- 
ing officer and the contractor cannot 
agree through negotiation. The ad- 
vantages of a negotiated settlement 
have been so apparent to contractors 
who have been concerned with such 
terminations to date, that it has been 
unnecessary to resort to the formula. 
The use of the formula settlement sets 
up a rigid accounting basis and re- 
quires a detailed audit similar to that 
necessary under cost-plus-a-fixed-fee 
contracts. 
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Although the contracting officer is 
not required to follow its provisions in 
a negotiated settlement, the formula 
furnishes him a general guide. The 
formula requires a segregation of the 
contract costs to the date of termina- 
tion between the completed portion of 
the contract and the uncompleted por- 
tion. In a great many instances, this 
computation is a very difficult one and 
it is believed that a satisfactory ac- 
counting guide to a negotiated fair 
settlement can be obtained in a simpler 
manner, giving results approximating, 
in accuracy those obtainable through 
the exact application of the formula. 


SIMPLER METHOD IN ORDNANCE 
MANUAL 


This simpled method, outlined in 
the Ordnance Manual and which is 
limited to negotiated settlements, te- 
quires the computation of only the 
total cost of the contract to date of 
termination without the necessity of at- 
tempting to segregate such costs be- 
tween the completed and uncompleted 
portions. At this point, we are con- 
sidering all costs except those arising 
from subcontractors’ and _ vendors’ 
claims which are treated separately. 

After computing the total cost as 
previously described, the next step in- 
volves the determination of an allow- 
ance for profit. Taking into consid- 
eration all available evidence as to the 
percentage rate of profit, if any, which 
it appears would have been earned on 
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the entire contract had it been com- 
pleted, the contracting officer negoti- 
ates a fair rate of profit to be allowed 
in the settlement. The negotiated rate 
cannot be higher than the rate actually 
indicated by the contractor's data. But 
where the indicated rate is so high as 
to lead clearly to renegotiation pro- 
ceedings, taking into consideration the 
profit situation on other contracts, it 
is advisable (both from the standpoint 
of the Government and the contractor) 
to negotiate a rate which probably will 
not require a subsequent refund of 
part or all of the settlement through 
renegotiation proceedings. 

The percentage rate of profit thus 
negotiated is applied to the total con- 
tract cost (excluding subcontractors’ 
and vendors’ claims and possibly some 
other exclusions under certain situa- 
tions) incurred to date of termination 
and thereby the amount of profit al- 
lowance is computed. 

The total costs, as previously de- 
fined, and the amount allowed for 
profit are added together and from this 
amount, is deducted the total of all 
payments for deliveries previously 
made. The balance represents the in- 
dicated equitable settlement exclusive 
of vendors’ and subcontractors’ claims. 
To this amount is then added the 
amount of subcontractors’ and vendors’ 
claims and costs involved in settling 
such claims, as approved by the con- 
tracting officer. 

The following hypothetical compu- 
tation illustrates the foregoing: 


1. Total contract costs incurred (excluding claims of sub- 


contractors and vendors) .......... 


Ph gies k eee $1,000,000 


2. Negotiated rate of profit (not in excess of indicated con- 
tract rate as determined by the contracting officer) in 
relation to such contract costs. For an example, this is 
taken at the rate of 8 per cent. which is illustrative 
only, inasmuch as the rate of reasonable profit will vary 


depending upon the facts of the particular case...... 


Deduct: 


3. Payments already made for completed and delivered units 
4, Payments to be made for completed units not delivered. . 


80,000 
$1,080,000 


600,000 


50,000 650,000 





5. Indicated equitable claim for uncompleted portion of the 
contract before deductions for salvage and excluding 


vendors’ and subcontractors’ claims 


$ 430,000 








NOTE: In the above example, it has been assumed that the contracting officer does not 
feel that it is necessary to exclude from the cost base to which the agreed percentage of profit 
is applied any items of cost on the ground that they do not represent substantial work for 
the contractor. If the contract costs include any allowance for special obsolescence, a deduc- 


tion should be made from the cost base for the purpose of computing the allowance for profit, 
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If there are indications that the per- 
formance of the entire contract would 
have resulted in a loss to the contractor 
had it been carried to completion, a 
suitable adjustment therefor will be 
made in the contractor's claim to reflect 
the proportionate part of the loss 
which applies to the completed por- 
tion of the contract. 


SALVAGE 


Title to all of the property, the cost 
of which is reflected in the proposed 
settlement, passes to the Government. 
If the contractor wishes to retain any 
part or all of such property, the con- 
tracting officer may agree with the con- 
tractor on its value and this amount 
is treated as a partial payment in the 
settlement. It is not, however, used 
to reduce the cost computation for the 
purposes of determining the amount 
of profit allowed. 


DEFINITION OF ALLOWABLE 
Costs 


The importance of a fair definition 
of cost is obvious in determining the 
total costs of the contract to date of 
termination. While T.D. 5000 was 
adopted in the preponderance of cost- 
plus-a-fixed-fee supply contracts, its 
use is restricted to that type of con- 
tract and it does not apply to the de- 
termination of cost in connection with 
fixed-price contracts. 

The cost definition in the Ordnance 
Manual follows very closely the ordi- 
Naty recognized commercial concept— 
including the items which a prudent 
manufacturer would include in his cost 
estimate when establishing selling 
prices. No provisions for contingen- 
cies, however, are allowable since at 
termination we are dealing with a static 
situation—one quite analogous to liq- 
uidation of a business. 

The principles of cost determination, 
as stated in the Ordnance Manual, are 
as follows 

52,425.1 The determination of allow- 
able costs is placed in the hands of the con- 
tracting officer in accordance with the pro- 
visions of the Article. These provisions 


permit the allowance of those costs incurred 
which are incident to and necessary for the 
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performance of the contract, are reasonable 
in amount and are stated in accordance with 
recognized accounting practices construed 
and applied in such manner as in the judg- 
ment of the contracting officer will carry out 
the purpose of the Article. It is not intended 
that the contractor shall be denied compensa- 
tion for any element of cost fairly allowable 
under the general principles set forth in the 
Article, because of the failure specifically to 
enumerate any such element in such Article 
or herein. 

"52,425.2 For the purpose of the Ar- 
ticle, costs may include, in. addition to those 
directly chargeable to the contract, a proper 
proportion of indirect expenses or overhead. 

'52,425.3 So far as found by the con- 
tracting officer properly to be allocated to 
the contract, there may be included in ac- 
cordance with recognized accounting prac- 
tices as an element of cost a reasonable al- 
lowance for depreciation at appropriate rates 
based on wear and tear of machinery and 
equipment and similar facilities, including 
obsolescence due to such progress in the arts 
and other such factors as are ordinarily 
given consideration in such rates. In respect 
to facilities covered by Necessity Certificates 
issued pursuant to Section. 124 of the In- 
ternal Revenue Code the rate of amortiza- 
tion allowable for Federal income tax pur- 
poses shall not be controlling for the pur- 
pose of computing rates of depreciation or 
obsolescence. 

"52,425.4 Costs of designing and pro- 
ducing special tooling (including but not 
limited to costs of special tooling of the type 
of jigs, dies, fixtures, patterns and similar 
items) may be allowed to the extent that the 





Renegotiation Returns Are 2} Billion 


Following a “renegotiation clinic” 
held in Pittsburgh early in May, in 
which representatives of the War, 
Navy, and Treasury Departments, 
the Maritime Commission and the 
War Shipping Administration took 
part, it was announced by Maurice 
Karker, senior spokesman of the 
group as chairman of the Army’s Price 
Adjustment Board, that more than 
$2,475,000,000, had been saved for 
the government so far. Mr. Karker 
said about 30 per cent. of the saving 
was recovered as “excessive profits” 
from 1942 war contracts and the rest 
from lower prices for war products. 

Later in May, Mr. Karker stated 
that War Department renegotiations 
alone had saved $1,866,000,000, or a 
little more than 10 per cent. In al- 
most a third of the 1,658 cases rene- 
gotiated completely, no excessive 
profits were found to have been made, 
Mr. Karker said, and the New York 
Times reports that “he emphasized 
that it would be unfair to condemn 
the companies concerned in the re- 
maining two-thirds, since early in the 
war it was difficult or impossible to 
estimate costs accurately.” 

















contracting officer finds that such costs, in 
accordance with recognized accounting pra 
tices, are properly allocable to the contract, 

52,425.5 If the contractor has claimed 
reimbursement for the whole or any part of 
the costs of any machinery, equipment or 
other facility in excess of the allowance for 
depreciation as defined in OPI 52,4253 
above, because of the loss of useful value oc. 
curring during the performance of the con- 
tract or arising from the termination of the 
contract for the convenience of the Govern. 
ment such claims determined in accordance 
with recognized accounting practices may be 
allowed to the extent that the contracting 
officer finds that such facility was acquired 
for the performance of the contract, or the 
contract and other contracts, and the loss of 
useful value has in fact clearly occurred and 
is properly allocable to the terminated con- 
tract and provided that the contractor agrees 
to protect and does protect the interest of 
the Government in such cases by transfer of 
title to the Government, by stand-by agree. 
ment or any other manner judged to be ap- 
propriate by the contracting officer. 

52,425.6 In no event shall the aggre. 
gate of the amounts allowed under OPI 
52,425.4 and 52,425.5 be greater than the 
contract price payable if the contract had 
been completed, less the amount of all costs 
which the contracting officer estimates would 
have been required to perform the contract 
completely, excluding from costs any al- 
lowance under OPI 52,425.4 and 52,425.5. 

52,425.7 Advertising expense will not 
be allowed as a direct charge but a proper 
proportion of institutional advertising ex- 
pense may be included. 

52,425.8 Experimental and research ex- 
penses may be.allowed to the extent that the 
contracting officer finds that such expenses 
are applicable to the contract in accordance 
with recognized accounting practice. 

"52,425.9 A proper proportion of fran- 
chise taxes and excise taxes including the 
declared value Federal capital stock tax, but 
not the declared value excess profits tax, 
may be allowed as determined in accordance 
with recognized accounting practice. 

52,425.10 Accounting, legal, clerical 
and other expenses in connection with the 
discontinuance and termination of the con- 
tract and subcontracts thereto other than in 
connection with litigation of claims against 
the Government may be allowed. 

52,425.11 Without affecting the gen- 
erality of the foregoing, amounts represent- 
ing the following will not be allowable as 
elements of costs: 


a. Losses on other contracts, losses 
from sales or exchanges of capital assets, 
legal and accounting fees in connection 
with reorganizations, anti-trust litigation 
and prosecution of Federal income tax 
claims or other claims against the Gov- 
ernment, losses on investments, provision 
for contingencies, fines and penalties arts- 
ing from failure to perform Government 
contracts. 

b. The expense of conversion of the 
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contractor's facilities to uses other than 

performance of the contract. 

c. Expenses found by the contracting 
officer to be due to the negligence or wil- 
ful failure of the contractor to discon- 
tinue with reasonable promptness the in- 
curring of expenses after the effective date 
of the discontinuance notice. 

d. Costs found by the contracting of- 
ficer to have been. incurred in respect to 
facilities, materials or services purchased 
or work done in excess of the reasonable 
quantative requirements of the contract 
after fair allowance for spoilage in manu- 
facturing.” 

The definition is stated in general 
terms since it is not practicable to in- 
clude exact detailed language to deal 
with every conceivable problem and 
item of cost. The definition is suffi- 
ciently broad to be applicable also to 
the determination of cost under sub- 
contractors’ and vendors’ claims to the 
extent that the determination of cost 
affects such claims. This point is very 
important as many contractors are at 
the same time both prime contractors 
with the Government and subcontrac- 
tors to other prime contractors. 


COMMON MATERIAL 


A factor of some importance in 
many cases is the problem of com- 
mon material, i.e., material purchased 
jointly for the contract and other work. 
The Ordnance Manual provides that a 
proper proportion of the cost of such 
common material may be reflected in 
the settlement. This proportion is to 
be determined by computing the per- 
centage of the indicated material re- 
quirements of the uncompleted por- 
tion of the contract at date of termina- 
tion to the total requirements for such 
material taking into consideration all 
business of the contractor. 


ROLE OF PRIME CONTRACTOR IN 
SETTLEMENT OF SUBCONTRACTORS’ 
CLAIMS 


The role of the prime contractor 
in regard to the settlement of subcon- 
tractors’ and vendors’ claims is un- 
doubtedly a subject of considerable 
interest. It is his primary responsibil- 
ity to examine in an appropriate man- 
ner all claims of subcontractors and 
vendors. The problem faced by the 
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Coming Events Cast Their 
HEADLINES Before! 


As a follow-up to this issue of 
“The Controller’, with its em- 
phasis on war contract problems, 
the Editors are pleased to call 
your attention to another impor- 
tant number, featuring post-war 
considerations, to be published 
in July. 

And in addition to six special 
post-war articles in the July is- 
sue, there will be presented other | 
papers on Relief under Sec. 722, 
Today’s Manpower Problems, 
Contract Renegotiation, V-Loans 
and Wartime Fiscal Policies 











prime contractor in passing upon the 
propriety of such claims is similar to 
the problem faced by the Government 
in passing upon the settlement pro- 
posal of the prime contractor. An 
examination, to some extent, of each 
claim is necessary. 

The prime contractor, in this respect, 
has the responsibility to apply a stand- 
atd of scrutiny to these claims which a 
business man would employ in the con- 
duct of his own affairs. The Ordnance 
Manual prescribes a certificate to be 
submitted by the prime contractor that 
he has examined, or caused to be ex- 
amined, the claim of the subcontractor 
to an extent considered adequate in the 
circumstances, that he considers the 
claim to be accurate, fair and reason- 
able and would pay the claim if reim- 
bursement by the Government were 
not involved; that he, therefore, pro- 
poses payment of the claim. The cer- 
tificate states ‘It is understood, how- 
ever, that the company does not as- 
sume or incur any liability by virtue of 
the foregoing representations, except 
for fraud or gross negligence on its 
part.” 


PHYSICAL INVENTORY AT TERMINA- 
TION 


Procurement Regulations, Army Serv- 
ice Forces, require that the contractor 
be requested “to furnish an inventory 
of raw material and materials in proc- 
ess and finished products on hand.” 
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This physical inventory as of the date 
of termination, including all items of 
which the cost has been charged to 
the contract, is an important record 
in connection with the examination of 
the contractor’s claim. Wherever pos- 
sible, the inventory should be priced 
in detail. Items in the inventory pref- 
erably should be segregated by classifi- 
cations such as raw material, work in 
process, etc. All parts and subassem- 
blies in process should be physically 
grouped according to condition and 
last labor operation performed. There 
should be an accurate and complete 
description of the units and stage of 
completion. 


IMPORTANCE OF SUBMISSION OF 
ADEQUATE INFORMATION BY THE 
CONTRACTOR 


The contractor can contribute a great 
deal to the expeditious settlement of 
claims by submitting adequate data 
with the proposal for settlement. It 
is necessary for the Government to 
make some accounting review of each 
settlement proposal and those settle- 
ments which are supported by sufh- 
cient facts can be promptly handled. 

It is essential that the settlement 
proposed by the contractor be prepared 
on accounting bases which are suscep- 
tible to check. Each element in the 
settlement must be supported by a rea- 
sonable amount of factual information. 

Arrangements ate being made in 
connection with current terminations 
to furnish the contractor with an out- 
line of the accounting information re- 
quired in support of the settlement and 
the War Department manual of pro- 
cedures for the accounting examination 
of the settlement will, when published, 
be available for public distribution. 

The comptroller, with his specialized 
knowledge of accounting, should be in 
a position to interpret the requirements 
of the War Department in respect to 
accounting information in support of 
the settlements and the definition of 
allowable costs with sufficient accuracy 
to permit prompt action on these set- 
tlements arising out of the termination 
of fixed price contracts for the con- 
venience of the Government. 


War Contract Termination: 





One Firm’s Experience 


All of us expected that eventually 
we would be faced with the prob- 
lems incident to the termination and 
settlement of war contracts. Accord- 
ing to a publication of the Harry W. 
Alexander Business Council, the in- 
completed contracts at the end of the 
last war involved seven and one half 
billions of dollars, which the govern- 
ment settled at an average of 13 
cents on the dollar. Most claims were 
settled in about three years, although 
some claims like Bethlehem Steel took 
24 years and some were never settled. 

There is no doubt of the vital im- 
portance of settling these contracts 
as quickly as possible and many, hav- 
ing had first hand experience with 
these difficulties and delays in the 
settlement of war contracts after 
World War I and realizing that the 
problems confronting them at the 
end of the present war will be much 
more complex and far-reaching, had 
made a mental resolution to be bet- 
ter prepared when the present war 
is over. Few governmental contract- 
ing officers or contractors anticipated 
or were prepared for the wave of con- 
tract cancellations and curtailments 
which began some six months ago. 

Just what the scope of these can- 
cellations will be between now and 
the end of the war or what contracts 
may be affected, no one is in a posi- 
tion to know. A brief review of the 
trend since the war program got un- 
der way may help in appraising the 
situation for the future. At first all 
efforts were concentrated toward es- 
tablishing facilities for the manufac- 
ture of war goods, either by con- 
struction of new or the conversion of 
old, and of getting those facilities 
into production as rapidly as possi- 
ble. After Pearl Harbor the tempo 
became feverish—everything was sub- 
jugated to production. During that 


period little consideration was given 





By A. V. Murray 


to the expense involved in establish- 
ing the facilities, production costs, 
contract details, or the adequacy of 
records. These things were to be 
taken care of later. 


ADJUSTMENT TO “FLUIDITY” 


The second phase commenced 
shortly after the middle of 1942 
when it became necessary to adjust 
production to the available supply of 
material and transportation facilities, 
as well as to what the War Depart- 
ment calls the “fluidity of war.” The 
“fluidity of war” may be defined as 
“adapting the production of war ma- 
teriel to the changing needs of the 
field forces and changes in overall 
strategy.’ No one questions the 
sound basic sense of this policy. It 
will not only tend to shorten the 
war by giving the field forces what 
they need when they need it, but it 
should help to prevent the accumula- 
tion of large stocks of obsolete ma- 
teriel. Industry has the responsi- 
bility of keeping itself prepared to 
make these changes. 

With these conditions continuing 
to exist, the trend is now towards 
better quality, more efficient oper- 
ation, and lower prices; in other words, 
more on a competitive basis. Specifica- 
tions and inspection procedures are 
being tightened. There is no doubt 
that many high cost and inefficient 
producers will be culled out. This 
lower competitive price trend should 
be borne in mind since it may be re- 
flected in the determination of allow- 


able costs and may result in the dis. 
allowance of some item of cost 
which both the contracting officers 
and contractors have presumed 
would be allowed. 

I would like to stress that point be- 
cause in our experience it is becoming 
more evident that there is more inclina- 
tion to check and question all expendi- 
tures rather than automatically allow 
them, although at the time they were 
incurred they were considered neces- 
sary and consequently allowable. 

Added to all this are the constant 
technical improvements which may te- 
sult in the obsolescence of a complete 
unit or part overnight. Indications are, 
therefore, that contractors will be faced 
with contract cancellations and curtail- 
ments in production rates for the du- 
ration. 

You may have noticed a_publica- 
tion of ‘Trends of American Business” 
of May 7, giving an idea of the scope 
of contract cancellations. ‘To date 
shifting army demands have affected 
90 war plants. Of those, work of a 
changed kind has been provided to 
keep 84 of the plants busy, or partly so. 

“Orders for tanks may be reduced 
as much as 12,000 or 15,000, owing to 
the changing needs. Material is being 
shifted to transport equipment. 

“There is a slowdown or stoppage 
of manufacture of some types of ord- 
nance, notably of 37-mm. anti-tank 
and anti-aircraft guns. 

“To show you it doesn’t affect this 
country alone, in Canada the war-order 





est all controllers. 





FACTS FROM EXPERIENCE 


Any discussion of contract termination policies would be in- 
complete, did it not include the experience to date of a repre- 
sentative firm. Mr. Murray, as Secretary and Treasurer of Scaife 
Company of Oakmont, Pennsylvania, has had the opportunity to 
witness renegotiations in practice. 


His observations will inter- 
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cancellations are reported to be wide- 
spread ; are now centered in land equip- 
ment as material piles up unused in 
Great Britain. 

“Developments suggest that indus- 
tries engaged in war business are wise 
to interest themselves in contract can- 
cellation clauses; in the problems that 
come when and if government decides 
that it does not want any more of a 
particular type of war material.” 


PROBLEMS ARE MANY 


In outlining a few of the difficulties 
and problems which confronted us in 
connection with the curtailment, I am 
not going to try to cover all of them 
of try to suggest any remedies. So 
many new problems are constantly 
coming up that we are just trying to 
keep track of them rather than try to 
work out complete solutions. The pur- 
pose of this talk is to give a general 
idea of the things with which we have 
been faced for the benefit of those who 
may be faced with them later. 

I might add here that there has been 
no question of the desire or willing- 
ness of the contracting officer's repre- 
sentatives to give us a square deal or 
to try to expedite settlement to the best 
of their ability. There are so many 
questions to be answered, there are so 
many organization problems both with 
the contracting officers and with indus- 
try itself, that there will be some pe- 
tiod of time elapse before they can all 
be straightened out. 

As far as our experience is con- 
cerned, and this is not unusual, we 
have had two fixed-price prime con- 
tracts for munitions either cancelled or 
curtailed. The first amounting to about 
seven and a half million dollars was 
finally cancelled—I say ‘“‘finally’’ be- 
cause it was reduced 60 per cent. in 
October, 1942, fully restored in Feb- 
tuary, 1943, and finally cancelled out- 
right in March, 1943. Actual produc- 
tion had not commenced, but all ma- 
terials had been contracted for and 
some had been delivered. 

The second was a contract for six 
and a half million dollars which was 
about 20 per cent. completed when 
curtailed in February, 1943, and the 
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monthly rate of production being re- 
duced about 85 per cent. 

Since most of the sub-contract 
work, amounting to about 46 per 
cent. of the total contract price, was 
in process and none of it was criti- 
cal, the district contracting officer in- 
structed us to have the subcontracts 
completed and take delivery since 





SENATOR A. W. HAWKES 
WILL ADDRESS 
CONTROLLERS 


Senator A. W. Hawkes of | 
New Jersey has accepted the | 
Controllers Institute of Ameri- | 
ca’s invitation to address the | 
banquet session of the Twelfth 
Annual Meeting on Tuesday, | 
| September 21, 1943. As a past | 
President of the Chamber of 
Commerce of the United States, 
and President and Chairman of | 
the Board of Congoleum-Nairn, 
Inc., before his election, Mr. 
Hawkes wili bring a viewpoint | 
based on high responsibilities | 
both in the business and gov- 
ernmental worlds. The exact 
title of his address, and details 
of other program developments, 
will be carried in the July and | 
subsequent issues of “The Con- | 
troller.” 











the total contract quantity was not 
to be reduced. Arrangements were 
made with the contracting officer to 
reimburse us for all such material in 
excess of a 60 day supply, to be 
stored until used at the reduced 
schedule. In April, 1943 the contract 
was reduced to 50 per cent. of its 
original amount. Excess material on 
hand at that time and cancellation 
charges were slightly in excess of 14 
million dollars. 

The only definite recommendation 
we have to offer is to avoid excite- 
ment between the time when you are 
first notified, possibly at a manufac- 
turers’ meeting called for the pur- 
pose, and the time final decision has 
reached your district contracting ofh- 
cer from Washington. 

Our major difficulty has been the 
inability of the contracting officers, 
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subcontractors, and ourselves to un- 
derstand or interpret what constitutes 
“allowable costs determined in ac- 
cordance with good accounting prin- 
ciples,” either from the sketchy word- 
ing of the standard War Department 
Supply Contract or other publications 
such as TD 5000 or the “Green 
Book.” Much work has been done 
towards setting up clarifying regula- 
tions and since Mr. Dively and Col. 
McEachren are covering this phase of 
the subject quite thoroughly, I will 
not go into it further. 

Our negotiations to date have in- 
dicated that each contract must stand 
on its own feet at the time of can- 
celation. The determination of can- 
celation charges not only involves 
what items of costs shall be included, 
but also the proper allocation of costs 
to each contract. The first contract 
which we had cancelled was to go into 
production immediately upon the 
completion of a contract for an iden- 
tical item, both contracts being pro- 
duced simultaneously on the same 
equipment with a similar but larger 
size item, covered by a third contract. 
The selling price of the second and 
third contracts reflected the reduced 
overhead by reason of the greater 
production volume, and the three 
contracts are in other ways related. It 
is agreed that some adjustment for 
overhead expenses is justified, but 
whether it shall be applied as a part 
of the cancellation charge for a con- 
tract upon which no work has been 
started or as an increase in the price 
of the remaining contracts has not 
been determined. The same question 
has arisen regarding the cost of re- 
processing material, originally pur- 
chased for the contract which is now 
cancelled, and which is to be used on the 
third contract. There is no doubt that an 
overall savings resulted from the salvag- 
ing of this material, but is the cost of re- 
working to be added to the claim for the 
cancelled contract or added to the cost of 
the third contract? Such matters seem 
trivial but are delaying settlement. 


SUBCONTRACTORS’ CLAIMS 


In checking the claims submitted 
by subcontractors we have found in 


(Please turn to page 286) 








Arbitration as an Answer to 





Termination Disputes 


In the May NATION’s BusINEss, Mr. 
A. H. Sypher outlines, under the title 
“Postwar Problem No. I,’”’ some of the 
factors involved in war contract cancel- 
lation. This and the sessions devoted to 
the same subject at the War Council of 
the Chamber of Commerce of the 
United States in April, and at the Na- 
tional Industrial Conference Board the 
end of May, will help to dispel some 
of the apparent indifferences of Ameri- 
can business to this problem. 

There are apparently more than 80,- 
000 prime contractors. It is a “military 
secret” how many scores of thousands 
of sub-contractors and suppliers are di- 
rectly and indirectly involved in war 
contracts. By the end of the war, possi- 
bly two-thirds of our industrial activity 
will be geared to war production. 

When this production ceases under 
contract termination, adjustment and 
cancellation, we will face a prodigiously 
complicated task. The Government con- 
tracting agencies know this. Business is 
just commencing to awaken to the facts 
and the implications. There is much 
conferring and consultation directed 
toward the objective of arranging a uni- 
form termination clause. An Inter-de- 
partmental Committee has authorized 
one, certain trade associations are rec- 
ommending others, and some mem- 
bers of the Bar have given considerable 
study to the question. 

All of this is helpful and constructive 
—hbut no matter what statement of 
principles is adopted by the services, no 
matter what accounting methods are 
formulated and agreed upon, no matter 
what administrative technique is de- 
veloped and applied, the real core of 
the problem rests here: 


What happens when, in spite of all 
the foregoing, an honest contractor 
and a sincere Government contract 
officer cannot agree as to what is due 


By Paul J. Fitzpatrick 


the contractor? In other words, who 
settles disputes and how? 


The Government agencies and proba- 
bly every contractor can come to agree- 
ment through negotiation as to some 
part of the amount the contractor be- 
lieves he is entitled to. At that point all 
the statements of principle, all of the 
accounting approaches and all of the 
goodwill in the world may cease to be 
of effect in resolving an honest differ- 
ence of opinion by the two parties to 
the contract. 

The way those contracts are now 
written, one of the parties—the Gov- 
ernment—has the arbitrary right to de- 
cide what the contractor is entitled to. 
If the decision is just and equitable, 
then no one is hurt. The taxpayers 
should certainly not pay any unfair or 
inflated claim. 

If the decision is unjust and inequita- 
ble and disregards ascertainable facts, 
then it may save the taxpayers some 
money (temporarily) but it can wreck 
the contractor and through him, a whole 
string of suppliers and subcontractors. 
Repeated often enough, it can wreck 
whole industries with grievous injury to 
our whole economy and to the very tax- 
payers in whose alleged interest the 
destructive action was taken. 


APPEAL To WHOM ? 


If a contractor, faced with a con- 
tracting officer’s decision which he be- 
lieves to be unjust and inequitable, de- 


murs at being bankrupted for the bene. 
fit of the general taxpayer, to whom can 
he appeal ? By the terms of the contract 
he has a limited right to appeal to the 
contracting officer’s superior. If the con- 
ditions were reversed and the power 
were in the hands of the contractor and 
the Government did not accept the de- 
cision that the Vice President of a con- 
tracting corporation rendered, then the 
Government’s appeal would be, for- 
sooth! from the Corporation’s Vice Pres- 
ident to the Corporation’s President. 

And yet the greatest lawmaker of all 
time said “No man can be a just judge 
in his own cause.” 

The mere statement of the phase of 
the problem defines the solution. That 
solution is to provide impartial expert 
arbitration of the disputes arising out 
of settlement of war contracts between 
Government and contractor and be- 
tween contractor and supplier or sub- 
contractor. 


ARBITRATION FOR DISPUTES 


One might ask at this point: “Why 
arbitrate when you have access to the 
Courts?” The answer to that is: The 
log-jam in the Courts at the end of 
this war will dwarf any litigation delays 
that we have ever known in the past— 
at a time when speed in these contract 
adjustment settlements is the very ¢s- 
sence of any solution of the problem. 

The unfinished part of contracts out- 
standing at the end of the war may 








FAIR CONTRACT ADJUSTMENT 


Mr. Fitzpatrick, as Administrative Vice President of the 
American Arbitration Association, was among the first to cau- 
tion business and government publicly about the impending 
complications resulting from war contract terminations and ad- 
justments. His recommendation of arbitration as a means of 
speeding—fairly and in a friendly way—contract disputes is of 
importance to future industrial progress. 


—THE EDITOR 
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amount to anything between 50 and 
150 billions of dollars. Every industrial 

stwat plan for reconversion and re- 
sumption of peace operations depends 
in whole or a large part upon what a 
debtor Government should pay the 
creditor contractor, and when such pay- 
ment is made. 

The determination of this amount 
rests upon a body of complicated in- 
dustrial and economic facts. Purely le- 
gal questions ought to be almost non- 
existent if the contracting officers write 
valid contracts when they engage the 
economic effort of the contractor. The 
questions will rest rather on a labrynth 
of figures and a complicated body of 
physical facts. 

The ascertainment of these facts 
should be through the processes of in- 
dependent and impartial arbitration by 
expert arbitrators who, as patriotic citi- 
zens and taxpayers themselves, will 
guard the Government’s interest equita- 
bly but who also will be free of any 
bureau’s administrative desire to make 
a record for low payments on settlement 
itrespective of the contractor’s equities. 


IMPARTIALITY ESSENTIAL 


No Departmental Board—whether 
set up by each Department separately or 
a Joint Board set up by the several De- 
partments acting in concert—can pro- 
vide the impartiality that is the basic 
essential of true arbitration. Such an ad- 
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ministrative Board can provide admin- 
istrative review of administrative deci- 
sions, but it cannot provide arbitration 
in the true sense. 

Government administrators change 
—human nature never does. Impartial- 
ity is the essential premise for an equita- 
ble decision. 

The provision for arbitration of dis- 
putes in settlement of contracts would 
also accelerate final disposition im- 
measurably. 


RENEGOTIATION TO DATE 


The record of the renegotiation of 
war contracts gives us a preview of 
what speed to expect in the process of 
termination if a highly centralized ad- 
ministrative technique is employed. 
With 85,000 contractors to renegotiate, 
Y4, of one per cent. of the job had been 
done after months of activity by a well- 
intentioned and capable bureau of ad- 
ministrators. Of the 85,000 contractors, 
203 had been finally renegotiated on 
March 31st. Contractors who must be 
renegotiated sometime anyway are cer- 
tainly not blocking the process as they 
have every interest in getting the job 
over and done with and in learning 
where they stand on their forward 
commitments, so the delay is not due 
to recalcitrance on their part. 

Any such delay in settlement of termi- 
nated contracts becomes a matter of 
economic life or death for the contrac- 
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tor. The need for speed is second only 
to the requisite of equity. Impartial ar- 
bitration will not only assure the equity 
of the decision but through decentrali- 
zation, it will immeasurably speed the 
process. 


ARBITRATION CLAUSES 


Some of the most important Govern- 
ment agencies are empowered to com- 
mit the Government to arbitration. 
Some of the others are including arbi- 
tration clauses in their contracts though 
with some doubt as to whether or not, 
under the present law, this commitment 
is binding upon the Government. Other 
agencies, such as the War, Navy, and 
Treasury Departments have declined 
to insert arbitration clauses in contracts. 

A simple amendment to the United 
States Arbitration Act would remove all 
doubt as to the validity of any such 
clause and permit the contractor and 
the Government validly to bind each 
other, if they so desired, by including 
an arbitration clause in the contract be- 
tween them. 

Solution No. 1 for Postwar Problem 
No. 1 is to provide a permissive method 
under which the two parties to a busi- 
ness contract, one of whom is any Gov- 
ernment contract agency, may leave the 
determination of disputed claims to the 
impartial judgment of competent and 
disinterested experts, in the selection of 
whom both parties have an equal voice. 


Special Committee on Termination Audit Procedure Named 


Just prior to the press deadline for 
the June issue of THE CONTROLLER it 
was announced by Mr. T. C. McCobb, 
president of The Controllers Institute 
of America and controller of the Stand- 
atd Oil Company (New Jersey), that 
in response to a request made by Col. 
J. W. McEachren, Acting Chief of the 
Audit Procedure Section of the War 
Department, a Special Committee on 
Termination Audit Procedure had been 
appointed, representing all members 
of The Institute, to review proposed 
audit procedure, after termination, and 


Possibly the form of termination 
Clauses, 


Mr. McCobb announced that Mr. 
Dundas Peacock, whose article on con- 
tract termination was featured in the 
May issue of THE CONTROLLER, and 
who is controller of the Elliott Com- 
pany, Jeannette, Pennsylvania, had ac- 
cepted the chairmanship. Working with 
Mr. Peacock on the committee will be 
the following: 


Mr. David R. Anderson, The Ken- 
dall Company, Walpole, Mass.; Mr. 
Thomas W. Dinlocker, $.K.F. Indus- 
tries, Inc., Philadelphia, Pa.; Mr. 
George S. Dively, Harris-Seybold-Pot- 
ter Co., Cleveland, Ohio; Mr. Eugene 


C. Hoelzle, Packard Motor Car Com- 
pany, Detroit, Mich.; Mr. Harry E. 
Kellogg, Link-Belt Company, Chicago, 
Ill.; Mr. Edwin E. McConnell, Norton 
Company, Worcester, Mass.; Mr. Louis 
M. Nichols, General Electric Supply 
Company, Bridgeport, Conn.; Mr. 
Charles A. Packard, Worthington 
Pump & Machinery Corp., Harrison, 
New Jersey; Mr. Henry C. Perry, The 
Heywood-Wakefield Company, Gard- 
ner, Mass.; Mr. Roscoe Seybold, West- 
inghouse Electric & Manufacturing 
Co., Pittsburgh, Pa.; Mr. Francis D. 
Weeks, Lamson Corporation, Syracuse, 
New York. 





Allocation of Preliminary, General 





Administrative and Selling Overhead 
to War Contracts upon Cancellation 


Report of The Committee on Technical Information and Research 


A question relative to application of 
overhead to canceled war contracts was 
recently propounded by Mr. Dundas 
Peacock, Controller of the Elliott Com- 
pany of Jeannette, Pennsylvania. It 
is reproduced in an adjoining column. 
On a subsequent page there appears a 
communication from Mr. Peacock Su p- 
plementing his observations on the 
subject of war contract termination 
policies, which appeared in the May 
issue of THE CONTROLLER. The reply 
to Mr. Peacock’s recent inquiry, by Mr. 
James E. McMullen, chairman of the 
Committee on Technical Information 
and Research of The Controllers Insti- 
tute of America, follows: 


Sometime ago you raised a question 
concerning the cancellation of war con- 
tracts, which was referred to the Com- 
mittee on Technical Information and 
Research. Not all of the members of 
the Committee were in a position to 
express an opinion by reason of their 
unfamiliarity with this type of prob- 
lem. Generally, however, I feel that 
the replies received express a sound 
viewpoint and, I hope, one which will 
be of some value to you and to con- 
trollers generally. 

The problem outlined in your in- 
quiry pertained to the establishment of 
a fair basis of allocation of compen- 
sable overhead to war contracts in 
various stages of production at the time 
of abrupt cancellation of such con- 
tracts. You state that the problem does 
not involve factory overhead expenses. 
It relates, first of all, to expenses which 
are preliminary to actual production 
under the contract, such as designing, 
engineering, tooling, and to general 
administrative and selling overhead. 





The consensus of opinion of the 
members of the Committee who re- 
plied directly to this question is, first 
of all, that the preliminary expenses, 
as mentioned above, should be treated 
as direct charges to the contract and 
not as overhead expenses. General ad- 
ministrative and selling overhead can 
then, in their opinion, be allocated on 
almost any fair basis. 

Pertinent excerpts from replies re- 
ceived are as follows: 


From a West Coast Utility Company: 


“A complete and accurate accounting 
record of all preliminary engineering and 
administrative expenses actually incurred 
specifically in connection with, or sub- 
stantively assignable to, an incompleted 
war contract (where such an accounting 
record further reflected that the company 
having made such overhead expenditures 
had not been directly or indirectly reim- 
bursed for those expenditures) should 
suffice for the purpose of obtaining reim- 
bursement therefor from the war agency 
involved upon the cancellation of such 
an incompleted war contract. 

“In the majority of instances it would 
seem that preliminary engineering ex- 
penditures would lend themselves to di- 
rect assignment to the particular con- 
tracts (or jobs) to which they relate, and 
in many cases that a fairly representative 
assignment of commercial overhead ex- 
penses could be effected by currently and 
cumulatively making such assignments in 
the accounting records as such expenses 
were incurred. The assignment of the sub- 
ject overhead expenditures would essen- 
tially be based on the relativity of those 
expenditures to the contracts (or jobs) in- 
volved.” 


From a Southwestern Gas Company: 
“Inasmuch as the amount to be received 
on these contracts is the direct cost plus 
proper managerial cost, plus a reasonable 
profit, all the preliminary engineering and 
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administrative expenses possibly should 
be applied direct to the cost of the in- 
dividual contract and included as a direct 
cost rather than as an overhead. It would 
also seem that any additional or unusual 
administrative expense due to the volume 
of contracts being handled should be ap- 
portioned on the basis of the amount of 
expenses actually incurred due to the 
contracts rather than on some percentage 
basis of shop costs.” 


REVISE COSTING METHOD 


From an Eastern Appliance Manufactur- 
ing Company: 

“I believe that a great many companies 
who are changing over from a peace time 
production to government contract work 
would do well to give consideration to 
revising their method of costing, particu- 
larly where they are going into contracts 
that will require a great deal of engineer- 
ing, drafting, experimental and develop- 
ment work. It is possible with some 
government agencies to write a prelimi- 
nary contract which will cover only these 
items prior to the time when a single 
pilot model or an initial experimental 
order is completed. The contract in such 
a case is usually on an Appropriation or 
a Time and Material basis, in which case 
cancellation would stop all work and re- 
covery up-to the date of cancellation 
would be possible in a very short time. 

“A great many companies have had the 
practice in their standard peace time prod- 
ucts of including engineering, drafting, 
experimental and development work as 
part of their general overhead. I believe 
Mr. Peacock calls this commercial over- 
head. Generally this is a most accepted 
practice. In a government contract you 
would only recover a very small propor- 
tion of these expenditures unless the 
method of costing was changed prior to 
the time that work was started on a gov- 
ernment contract. I believe that these 
charges should unquestionably be included 
in the cancellation charges as part of the 
reasonable overhead expenses but I regret 
to state from my past experience with 
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government contracts, unless there is spe- 
cial provision made in the contract, that 
the terminology “reasonable overhead ex- 
penses determined in accordance with 
generally accepted accounting practices” 
would mean that you would only get that 
proportion that you could claim under 
standard commercial overhead.” 


From a Pacific Coast Glass Company: 

“As we understand the problem, it is 
the socalled commercial overhead, which 
is the troublesome point at the time of 
cancellation of contracts. This overhead 
is divided into two portions; one is the 
engineering and development expenses and 
the other is the portion for selling and 
administration. The engineering and de- 
velopment expenses mostly occur be- 
fore manufacturing starts. However, the 
amount of selling and administration ex- 
penses may not be applied until after 
manufacturing is complete although those 
expenses are more or less concurrent with 
the engineering and development and 
from that point on the manufacturing 
costs including the manufacturing over- 
head are incurred. 

“Our suggestion is that the ratio of the 
engineering and development expenses to 
the selling and administrative expenses be 
established upon past history of govern- 
ment contracts. Then, when the contracts 
are cancelled, the engineering and devel- 
opment expenses which have been incurred 
to that date on items that are in process 
of manufacture may carry the full pro- 
portion based upon the established ratio 
of the selling and administrative ex- 
penses.” 

“In the case of the engineering and 
development expenses that are in process, 
these amounts could be determined (they 
are very likely carried now on a jobbing 
order basis). They could have added to 
them at least the same ratio for selling 
and administrative expenses that is used 
for the completed work.” 


KNow Your EXPENSES 


From an Eastern Packing Company: 

“An analysis of all expenses should be 
made, comprising administrative, commer- 
cial and engineering expenses, prelimi- 
Naty to the time that the product was 
actually manufactured or put in the proc- 
ess of being manufactured. By an analy- 
sis of these expenses it should not be 
difficult to determine what portion of 
these expenses pertain to the cancelled 
contracts. Then, of course, if the con- 
tract with the Government is so written 
that you will be reimbursed for all appli- 
cable overhead, plus an allowance of 
Profit, then it does not seem as if there 
is much of a problem involved other than 
the analysis of expenses and their proper 
allocation. On the other hand, if a con- 
cern has entered into a contract in which 
the Government is to reimburse them only 
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The Question: 


“Cancellation clauses in contracts and principles for computation of can- 
cellation charges are, in my opinion, among the most important problems faced 
by companies engaged in war production. 

“Our Company is a producer of power equipment built to the customer's 
specifications. We, together with many other companies in the so-called cap- 
ital goods field, presently have the largest backlog of business in our Com- 
pany’s history. Our production activity is several times greater than it ever was 
in the history of the company. Some day, when the war ends, undoubtedly 
our company will be faced by cancellation of a large part of the exceptional 
backlog, much of which will, at that time, be in process either in the Engi- 
neering Department, the Drawing Room, or the Factory. Thereafter, it will be 
necessary for us to recover monies invested therein through the medium of can- 
cellation charges. In fact, our ability to commence peacetime production will, 
to a large extent, depend upon the speed with which we can settle contracts 
which have been canceled, dispose of the work in process, and prepare our 
shops for peacetime production. 

‘‘Most Government contracts contain cancellation clauses, the worst of which 
make no provision for reimbursement for other than labor and material ex- 
pended upon the contract, and the best of which provide for reimbursement for 
applicable overheads, plus an allowance for profit. With respect to overheads, 
provision is generally made to include in the cancellation charges ‘reasonable 
overhead expenses determined in accordance with generally accepted account- 
ing practices’. The problem in my mind is what are ‘generally accepted ac- 
counting practices’ under such circumstances? 

‘In the capital goods field, total cost generally comprises development, fac- 
tory cost of production, factory overheads, and commercial overheads. With 
respect to factory overheads, there is no problem because they are incurred 
incident to production and, of course, if there has been no production, then it 
is not proper to contend that any portion thereof should be recovered upon can- 
cellation of a contract. This, however, is not true of commercial expenses, 
much of which are incurred prior to the time when production is started in the 
shop. Since in the past it has been the practice in the capital goods industry to 
apply overheads on the basis of costs of production or some other similar basis, 
it could be construed that that practice constitutes the accepted accounting 
practice. However, when a contract has not passed beyond the development 
stage and shop production has not started thereon, it is obvious that any 
practice that has become customary for determination of costs of completed 
contracts, does not necessarily apply to the determination of cost of a canceled 
uncompleted contract. This is particularly true for a company which is manu- 
facturing large machinery to customer's specifications, for the preliminary en- 
gineering and administrative expenses incident to such a contract are largely 
incurred prior to start of production on that contract. 

“‘l have discussed this problem with the accounting officials of many con- 
cerns and have found considerable lack of uniformity in their thinking with 
respect to what is equitable and proper to recover upon cancellation of a con- 
tract. | would like to obtain an opinion as to a proper and equitable basis for 
computation of cancellation charges.” 











for labor and material expended upon the 
contract, with no statement that overhead 
is to be considered in the settlement, then 
this contractor is definitely out of luck.” 


From a Southern Tobacco Company: 


“From the accountant’s practical view 
point such items of commercial expenses 
that have played a part in the operation 
and the administration of these contracts 
should be included in the sphere of the 
primary cost of the contracts. When I 
was in the heavy durable industry, these 
items were treated as project charges to 
the contract account. Some of these proj- 
ects would extend over a year before pro- 
duction would commence and in one par- 
ticular instance one of them was cancelled 
before production started. The company 
was compensated by the contractor for 
the projected charges such as research, 
plant lay-out problems and a certain 
amount of profit that they expected to re- 


ceive when the contract was completed. 
These arrangements were so stipulated in 
the contract.” 


From a Middle-West Clothing Company: 

“We refer to the Government’s defini- 
tion of costs outlined in the ‘Green Book’ 
under item No. 4: ‘The total cost under 
a contract is the sum of all costs in- 
curred by the contractor incident to, and 
necessary for, the performance of the con- 
tract and properly chargeable thereto.’ It 
seems to me that the same rules will hold 
on the cancellation of a contract and 
therefore any charges that can be substan- 
tiated would be admissible to the Gov- 
ernment. 

“The problem of Management is then, 
to be sure that all charges made to the 
contract can be substantiated. There of 
course should be no difficulty in doing 
this on all direct charges; the problem 
will center itself on the allocation type 
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of expense. All I can suggest in making 
allocations is that it would be best to 
break all main items down and make a 
more detailed report than ever before. 
The costs when made in detail are more 
easily recognized as to their reasonable- 
ness, and the allocation usually can be 
substantiated by experience and practical 
judgment. 

“The method of allocation should be 
made according to accepted accounting 
methods, which can be construed as a 
method that has been tested by operation 
over a considerable period and found sat- 
isfactory, reasonable and equitable.” 


Two OTHER SOLUTIONS 


Two Controllers advanced somewhat 
different solutions. The first, from an 
eastern Chemical Company, feels a set- 
tlement could be made upon an amount 
reflected in an unabsorbed overhead 
account, providing that it be clearly 
shown that overhead properly charge- 
able to completed contracts is continu- 
ously credited to the unabsorbed ac- 
count. An excerpt from this reply fol- 
lows: 

“Basically and in normal times a con- 
tract taken will be manufactured and 


completed, giving the opportunity to ap- 
ply both the factory production overhead 
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and the so-called ‘commercial’ costs. 
Here is a case, however, where the con- 
tract can be cancelled at the will of the 
government and before there is oppor- 
tunity to absorb this commercial over- 
head, which may be very great indeed, 
including costs of obtaining the contract, 
preparation of drawings and bills of ma- 
terial, purchasing expense, etc. In would 
seem both just and logical that a determi- 
nation be made of the amount of such ex- 
penses applicable to any contract and be 
considered as an item reimbursable by 
the government in the event of cancella- 
tion. If the amount of such overhead ap- 
plicable to all contracts on hand be de- 
termined, then the amount belonging to 
contracts already produced would be ap- 
plied according to the usual procedure, 
leaving the remaining items on contracts 
not going into production as part of the 
cancellation claim. This procedure would 
seem to be so fair and reasonable that no 
great difficulties should be had in con- 
vincing those concerned that such expense 
is a proper cost of cancellation.” 


The second reply in this category 
from an eastern Utility Company advo- 
cates the inclusion of a provision for 
the unabsorbed overhead at the date of 
cancellation. In all overhead charged 
to completed contracts in this fashion 
a credit of some sort would accrue, 





which would offset the unabsorbed 
overhead at date of contract cancel- 
lation. An excerpt follows: 


“While I am not familiar with the na- 
ture of these cancellation clauses, nor with 
the practices under such contracts, it 
would appear to me to be logical to in- 
clude all such overhead expenses as are 
ordinarily considered to be a part of the 
costs on a completed contract. If it were 
possible to estimate these costs in ad- 
vance, the rate of overhead as applied to 
completed contracts might be varied to 
include such costs as might not be con- 
strued as those equitably and properly 
recoverable upon the cancellation of a 
contract. In other words, there would be 
inherent in the basis used for the distri- 
bution of such expenses to completed con- 
tracts, the added costs which later might 
not be properly assignable to a cancelled 
contract.” 


From a Pacific Coast Aircraft Manu- 
facturer there has been received a reply 
which is so complete and analytical that 
I am quoting it in its entirety, having 
received permission to publish it with 
the author's name. It is to be seen 
that the writer of this letter has not 
only had much experience with refer- 
ence to this problem, but has also done 
considerable clear thinking on the sub- 
ject. 


Overhead Costs in War Contracts 
Terminated but Uncompleted 


By H. G. Kimball 


General Auditor, 
Lockheed Aircraft Corporation, 
Burbank, California 


An opinion has been asked as to the 
proper and equitable basis for computa- 
tion of cancellation charges in connection 
with government contracts. I foresee the 
possibility that many varied problems 
will arise in connection with the recovery 
of costs incurred directly with regard to 
work done in pursuance of terminated 
contracts. It appears, however, that the 
inquirer is more interested in a basis 
for computing the amount of overhead 
to be included in any sum to be claimed 
as necessary to compensate a contractor 
for his costs in respect to the uncom- 
pleted portion of a terminated contract. 
The following discussion is limited to 
that particular problem. No attempt is 





made to discuss the manner in which Fed- 
eral income and excess profits tax poli- 
cies or the bases used in negotiating and 
renegotiating prices with the Government 
may affect the problem, but surely such 
matters should be kept in mind in any 
particular case. 

To begin with, two general basic points, 
which by now must have the status of 
maxims, should be recalled. First, when- 
ever business is done with two or more 
customers, either concurrently or succes- 
sively, on a basis or in a situation which 
requires that selling price be closely re- 
lated to cost, methods of apportioning 
indirect costs to different products, to 
products sold in different sized lots, to 
products sold one way as against an- 
other, to contracts, etc., become more im- 
portant and require commensurately more 
attention than when that requirement is 
absent. In particular, whenever a change 
is made from one type of business to 





another, from one customer or group of 
customers to another, or from one basis 
of doing business to another, methods 
formerly in use should be carefully re- 
viewed to determine whether they are 
reasonable and equitable in the new Cir- 
cumstances. 

Second, whenever a change in account- 
ing principles or practices must be made, 
it should be applied retroactively to the 
beginning of the period affected by the 
change and continued in effect consist- 
ently. Otherwise, the results during the 
period affected may not be fairly stated; 
reflecting, as they will, the hybrid result 
of applying one basis at the beginning 
of the period and a different basis at 
the end. This maxim would seem to be 
as binding when determining the results 
of business with one customer, such as 
the Government, as when determining the 
results of business as a whole for the 
purpose, say, of reporting to stockholders. 
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Conversion from ordinary peacetime 
commercial production to war produc- 
tion probably has involved a change from 
one group of customers to another, the 
Government, as well as a change from 
one product or group of products to an- 
other. Obviously, it is desirable that the 
new customer bear (1) all costs incurred 
or losses suffered in connection with con- 
version, particularly as conversion has 
been made under circumstances which 
have resembled a nationalization of pro- 
duction facilities; (2) all costs incurred 
in the performance of all work done for 
the new customer; and (3) all costs in- 
curred in terminating the war production 
and in reconverting to peacetime pro- 
duction. 

Accordingly, a producer's accounting 
procedure should ensure insofar as prac- 
ticable (a) that no costs applicable to 
terminated peacetime production, unless they 
fall into the category of losses which the 
Government may agree to reimburse, are 
carried over into the war period as charges 
to war production; (b) that all costs of 
war production incurred during the war 
period, or in preparation therefor, are 
allocated equitably and promptly to the 
various war production contracts; and (c) 
that costs incurred during the war period 
in preparation for post-war commercial 
business be segregated and carried for- 
ward as charges against the income to be 
realized from such commercial business. 

In a case in which a company’s ordi- 
nary commercial business was abruptly 
terminated with the advent of war and a 
clean-cut conversion was made to war 
production, a clear distinction between 
the costs of commercial business and the 
costs'of war production could have been 
made and all costs of commercial business 
written off. If no such distinction was 
made and deferred or unabsorbed costs 
of commercial business were carried for- 
ward to be written off against the cost 
of war production, the contractor had bet- 
tet retroactively write them off against 
commercial income. Otherwise he may 
find himself in the position of being re- 
quired at termination to compute the re- 
sults of war business in conformity with 
the principles followed in computing his 
results of operation for the period just 
preceding conversion to war production, 
regardless of the effect of increased work 
in process, increased overhead, etc. 


WAS CUT-OFF “CLEAN”? 


Assuming that a clean cut-off can be 
made at termination of commercial busi- 
fess so that the contractor is in position 
to show that production during the war 
perod has been charged only with costs 
incurred in respect to it, the problem is 
teduced to selection of a method of cur- 
tently allocating indirect costs to work 
done during the war period on some 
equitable basis. In this connection, it is 
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important to keep in mind that a producer 
probably will have a succession of con- 
tracts over a succession of accounting pe- 
riods, some of which undoubtedly will 
have been completed and settled prior to 
termination of the war period. It is im- 
portant, therefore, to choose a method of 
apportioning indirect costs which will 
ensure that each contract will be charged 
as rapidly as work is done with its full 
portion of such costs. The need is for a 
method which will reduce to a minimum 
any special adjustments of such costs in 
event of termination; and thus obviate 
the hazard that any such unallocated costs 
at the date of a general termination will 
be lost and unreimbursed because of be- 
ing held to apply to contracts previously 
completed and not susceptible to reopen- 
ing. 

Many important items of cost are in- 
curred prior to actual production. Exam- 
ples are: Preparing and submitting bids; 
negotiating prices; general selling ex- 
penses (contract administration costs) ; 
administrative and general corporate ex- 
pense; design engineering expense; tool 
design and manufacturing expense; ma- 
terial procurement; receiving and storage 
expense; employment and training ex- 
pense; and various kinds of shop make- 
ready expense. It is obvious, therefore, 
that an overall method of distribution 
based on direct production labor, no mat- 
ter how satisfactory under the conditions 
of continuous operation, will not be satis- 
factory for a short term, abruptly termin- 
able operation. At best such a method 
will result in overcharges to contracts 
which were first to get into actual pro- 
duction, undercharges to contracts which 
were last to get into actual production, 
and no charges to contracts which did not 
get into actual production. At worst it 
may result in the deferment of non-appor- 
tionment of a large part of the overhead 
incurred. 


TWO BASIC STEPS 


Establishment of a more nearly satis- 
factory basis seems to require, first, the 
separation of at least design engineering 
overhead and tool design and manufac- 
turing overhead from factory overhead, 
and the apportionment thereof to engi- 
neering and tooling projects in process; 
the total costs of which should then be 
treated as costs of performing the con- 
tracts with regard to which the work is 
done. It requires, second, the use of 
prime cost (the total of direct labor, di- 
rect material and other direct charges) 
as the basis for allocating factory over- 
head; plus selling, administrative and gen- 
eral expenses, if cost-plus-a-fixed-fee work 
or the termination of a fixed price con- 
tract are involved. 

Both of these measures would tend to 
accelerate allocation of overhead by in- 
cluding in the basis of allocation costs 
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which are incurred earlier in the produc- 
tion process; and hence will produce state- 
ments of accumulated costs, by contracts, 
which are more equitable than such state- 
ments would be if prepared on the basis 
of allocating overhead on direct labor 
alone. Special adjustments probably 
would be required in event of termina- 
tions, as overhead probably would be ap- 
plied only to the cost of material with- 
drawn from stores for use in production 
instead of to the cost of all material pur- 
chased for the contract. Accordingly, the 
cost of the contract should be charged 
and unallocated overhead credited with 
the amount of overhead applicable to 
material on hand and on order for the 
contracts cancelled so as to reflect the 
cost not previously reflected in the charges 
to the work. It would be hoped that 
these credits would create a credit balance 
in the unallocated overhead account which 
would be sufficient to cover any deferred 
and unabsorbed costs of items such as 
insurance, taxes, rearrangement and make- 
ready expense, etc., applicable to the con- 
tracts terminated. 

If estimates of the several factors in- 
volved in the determination of the over- 
head rates have been reasonably close, the 
contractor should succeed, through the 
use of some such basis as that suggested, 
in allocating equitably all overhead in- 
curred period by period prior to termina- 
tion. However, every contractor will un- 
doubtedly continue to incur overhead in- 
directly in connection with its war pro- 
duction even after termination (i.e., over- 
head in excess of any which would be 
allocated to continued production on the 
basis of allocation in use), and there 
seems to be a distinct possibility that a 
considerable part of such overhead may 
not be reimbursable as terminating costs, 
in the absence of some special agreement 
with the Government. The only answer 
in the case of this problem, as well as in 
the case of problems regarding inven- 
tories of special supplies, small tools, tool- 
ing materials, etc., left on hand, seems 
to lie in obtaining some liberalization 
of the standard termination clauses which 
will specifically allow for reimbursement 
of such items. 


Labor Shift to Follow Contract 
Cancellations in Canada 


Between 35,000 and 50,000 workers in 
the industrial centers in Canada will be 
affected by cancellation of war contracts 
because of the change from a “holding” to 
an offensive plan of warfare. This result 
will develop, the Bank of Montreal notes, 
despite efforts that will be made to carry 
out the curtailment process in a gradual 
manner. Labor shortage for certain types 
of war industry in Canada is nevertheless 
marked and there is likewise reported a 
serious deficiency of workers for primary 
industries such as farming, lumbering, and 
coal and metal ore mining. 












The compulsory renegotiation of 
contracts is just about a year old, and in 
that short space of time I think it has 
done about as much to upset normal 
business practices and procedures as any 
other law on the statute books. To ap- 
preciate this law and to evaluate the pos- 
sibilities of its being amended or being 
repealed, we should start by consider- 
ing the problem of whether or not it 
is necessary to control war profits. If 
we find that it is necessary, we can con- 
sider briefly whether or not the rene- 
gotiation procedure is the best proce- 
dure in order to control war profits. 
Then I hope we can consider a number 
of the practical and important problems 
which arise today under the renegotia- 
tion procedure. 

I think everyone of us realizes that 
in wartime—when the normal, compet- 
itive pressures cease to exist, when the 
demand for materials is a great deal 
larger than the supply, and when most 
individuals are manufacturing goods 
they don’t usually manufacture—that 
war profits necessarily result. 

There are two ways in, which our 
economy could be organized in order to 
produce for war. The first is the con- 
scription of labor and capital, and the 
second is inducing the cooperation of 
labor and capital. The United States 
has used a combination of both meth- 
ods in every war that we have ever 
been in. 

We use the compulsory method when 
we draft soldiers, when we ration, when 
we use priorities. We use the voluntary 
method when the government asks busi- 
ness to pay overtime wages or where it 
grants large profits on war contracts. In 
the second technic arises the profit- 
making motive as an incentive for 
added production, and this is the usual 
peacetime American way. In addition, 
that method, if properly employed, in- 
duces a company to convert from peace- 
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time production to war production. It 
induces the firm to save scarce materials, 
to cut costs in the hope and in the an- 
ticipation of securing larger profits. 

Few people, undoubtedly, quarrel 
with this idea of using the economic in- 
centive to bring about the maximum 
war production, but they fail to carry 
that to its logical conclusion. They fail 
to realize that the economic incentive 
only operates if a manufacturer makes 
more money out of wartime production 
than he would if he continued in peace 
production, and that is where the rub 
comes. 


COMPULSION Vs. EFFICIENCY 


The case for compulsory mobiliza- 
tion of labor and capital rests primarily 
on the fact that it is the only way of 
eliminating war profits. While this has 
proved an effective and efficient way to 
recruit an army and to control some 
scarce commodities, there is a grave 
question as to whether this conscription 
of labor and business can operate effi- 
ciently. It would require in Washing- 
ton a tremendous organization to con- 
trol the whole economic structure of the 
country. Millions, even billions of de- 
cisions, would have to be made to bring 
together this American industry into 
one vast whole. In addition, I think 
everyone of us can really doubt whether 





or not you secure from labor and even 
from business whole-hearted coopera- 
tion with the government merely by 
waving a flag and saying it is the pa- 
triotic duty of business and labor not 
to make any profits in wartime. I think 
the coal wage controversy is a case par- 
ticularly in point, indicating that labor 
at least insists upon its making addi- 
tional profit out of war. 

In view of the difficulties of utilizing 
compulsion to secure desirable results, 
it isn’t surprising that Congress and 
this administration at the outset decided 
to utilize the economic or profit-making 
incentive in order to secure maximum 
war production. I think that was a 
sound decision because it acts as an in- 
centive to all manufacturers to convert 
from peacetime production to wartime 
production, and it gave a premium ap- 
parently to those who made the conver- 
sion early in the game. 

After this initial conversion some 
people have suggested perhaps it is not 
necessary to maintain the economic in- 
centive any longer. Personally, I don’t 
feel that is true. I think the experience 
in England during the early stages of 
this war, when they imposed such heavy 
taxes on business that there was virtu- 
ally no economic incentive and there 
was a consequent falling off in produc- 
tion, is a case in point, and I think the 
government in Washington should 
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recognize the fact that there is such a 
thing as removing the economic incen- 
tive in such a way as to paralyze not nor- 
mal production but paralyze that addi- 
tional production which is so essential 
in wartime. 


PuBLIC OPINION AND PROFITS 


Now it is well for us as businessmen 
not to underestimate the popular de- 
mand, especially in war time, for the 
control of war profits. Congressmen es- 
pecially are apt to make statements and 
to think along that line because they 
think in terms of public morale. They 
think in terms of what their constitu- 
encies would like, and it is pretty easy 
to make out a glib case of the necessity 
for equal sacrifice, and sacrifice from 
business, of course, is production with- 
out profits. 

As a matter of fact, the word ‘‘prof- 
iteer’” came out of the last war. It was 
first used by President Wilson in a mes- 
sage to Congress in which he said it 
was necessary to have an excess profits 
tax in order to curb the profiteer. That 
term soon became applied to all busi- 
ness men. The facts would probably 
show that probably less than five per 
cent. of American business in the last 
war could be called profiteers and that 
the other 95 per cent. were tarred with 
the same brush. 

The present popular demand for the 
control of war profits goes back to the 
period right after the last war. The 
American Legion was very active after 
the last war in agitating for laws which 
would eliminate the possibility of prof- 
its being made out of the next war. You 
all remember the series of books on 
“The Merchants of Death,” and you 
probably also remember Senator Bo- 
tah’s famous speech in 1933, which was 
called the ‘‘take-the-profits-out-of-war 
speech,” the theory being if there were 
no profits in war that business men 
wouldn’t push the country into war. 

Now as a result of this demand and 
as the result of the investigations of the 
munitions industry by Senator Nye, 
both the Army and the Navy laid plans 
for what they called ““M’ day. They 
then assured the entire country that the 
Army and the Navy had a procurement 
program ready for the day when the 


war would. start, that that program 
would result in the maximum produc- 
tion of war supplies, and that the re- 
sults would not be large profits. 

As a matter of fact, General Mac- 
Arthur was Chief of Staff at that time 
and his testimony before the Senate 
Committee on this very subject makes 
very interesting reading today. He was 
very certain that the Army plan would 
work 100 per cent. When the time 
came, of course, those plans were com- 
pletely inadequate. No one in either 
the Army or the Navy had any con- 
ception of what the demands would be 
on American industry, and as a result, 
I think we can say that those plans were 
really never put into effect and that the 
procurement started more or less on a 
helter-skelter basis. 


ENGLAND'S EXPERIENCE 


This country should have learned 
from England’s experience at the be- 
ginning of this war, as well as our ex- 
perience, that the way to control profits 
is by a careful procurement technic, by 
supervising the procurement officers in 
the original contracts, because after 
all, a procurement officer has only a 
secondary interest in controlling war 
profits. His primary duty is to get pro- 
duction. He merely wants the goods to 
be delivered. You are all familiar with 
the time when you were asked to man- 
ufacture such and such an item, and 
were told that costs were no part of the 
picture at all, to go ahead and make it 
and let the costs and profits take care 
of themselves. 

Now the laws which this country 
adopted to control profits stem from 
our experience in the last war and also 
from the situation in which we found 
ourselves in June 1940. France had just 
been overrun, England was threatened 
with invasion, and this country com- 
mitted itself to becoming the “arsenal 
of democracy,” to producing for Eng- 
land and to preparing for ourselves. 
The demand on industry at that time 
was tremendous. 

The procurement officers had no in- 
terest in costs or profits and even today, 
three years later, we find procurement 
officers from time to time asking for 
production regardless of cost, and at 
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the same time we have the Truman 
Committee and the Price Adjustment 
Board carefully scrutinizing the costs 
and profits of the manufacturers. I think 
we can expect that that sort of a conflict 
within the government will continue 
for the duration of this war. 


PROCUREMENT POLICIES 


One policy of government procure- 
ment officers which has made this prob- 
lem of profit control especially difficult 
has been the practice of letting con- 
tracts for a large volume of goods run 
over a long period of time, then chang- 
ing the contracts, either expending or 
contracting them, and making it rather 
difficult for anyone on the government 
side to readily appreciate what the 
situation is. Many of these first war con- 
tracts were written without the price 
provisions being put in originally. Of 
course, they were put in subsequently, 
but these prices were based on estimates, 
especially in those cases where the 
manufacturer had no experience. 

As the contract was being fulfilled, 
profits which were secured from some 
of these contracts were very large, much 
more than was anticipated on either 
side, and the question immediately 
came up in Washington—who is en- 
titled to these windfalls? Now I 
think the answer should have been 
fairly simple. If the windfall was the 
result of the ingenuity, the experi- 
mental development, the efficiency of 
the manufacturer, the manufacturer 
should have gotten all or at least a large 
proportion of that windfall. If it was 
merely the result of an error in judg- 
ment by both the government and the 
businessmen, much can be said for the 
point of view that some or all of that 
money should be returned. 

As a matter of fact, prior to renego- 
tiation, many manufacturers turned 
back voluntarily some of their profits 
because they felt that that portion of 
their profits had not been the result of 
their work and that the profits were too 
large. I think it is safe to say that busi- 
ness men generally have no desire to 
make excessive profits out of this war 
but there is a real difference of opinion 
between the Price Adjustment Board 

(Please turn. to page 268) 
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Brief Items from Here and There of Intgst 





SEC Regulation S-X Clarified 


In amending Rule 2-01 of Regulation 
S-X late in May, the Securities and Ex- 
change Commission clarified the qualifica- 
tions required of accountants certifying 
financial statements filed with the commis- 
sion. The SEC indicated it was interested 
only in such relationships between certi- 
fied accountants and registrants as “might 
be relevant to its determination whether 
the accountant was in fact independent” of 
the registrant. A second amendment, to 
Rule 2-01(B), was adopted “to make it 
clear that the relationships listed therein 
are not the only relationships which would 
prevent an accountant from being inde- 
pendent in fact.” 


100 Per Cent. Reserve Plan Scored 


There is no real basis for the assertion 
made by advocates of the 100 per cent. re- 
serve plan of banking that the volume of 
deposits could be more properly deter- 
mined by a government agency than 
through the lending and investing activ- 
ities of the banks. That is the opinion 
expressed by Dean John T. Madden, di- 
rector of the Institute of International 
Finance of New York University in a re- 
cent bulletin entitled ‘The 100 Per Cent. 
Reserve Plan.” Outstanding currency and 
bank deposits are frequently of relatively 
minor importance in influencing commod- 
ity price trends and business volume, Dean 
Madden states, and the failure of bank de- 
posit expansion from 1933 to the war’s 
outbreak to influence prices, he says, is 
evidence that a small volume of deposits 
which are turned over rapidly will have 
more effect upon prices and business ac- 
tivity than a large amount of unused de- 
posits, 


Investment Appraisals Bear Close Watching 


Pitfalls inherent in appraisals made for 
investment purposes were discussed by 
Mr. Wallace W. True, Asst. Megr., Indus- 
trial Loan Division, The Equitable Life 
Assurance Society, at the May 27 meeting 
of the Technical Valuation Society in 
New York. Mr. True pointed out diffi- 
culties confronting appraisers in endeav- 
oring to separate earnings attributable to 
real estate from earnings attributable to 
entrepreneurial enterprise. Segregation, he 
believes, is probably not only impossible 
in case of special purpose property but 
also undesirable from the standpoint of a 
lending official and the lending group. Mr. 
True’s presentation was followed by a 
forum discussion in which Mr. George S. 
Armstrong, president of the Society of 
Consulting Engineers and Lyle H. Olsen 
of the American Appraisal Co., and chair- 
man of the Association of Appraisal Exec- 
utives, took part with other officers of the 
society. 


No General Convention for N.A.B.A.C. 


A member of The Institute, Mr. Ottmar 
A. Waldow, Comptroller, the National 
Bank of Detroit, and President of the 
National Association of Bank Auditors 
and Comptrollers, has announced in the 
current issue of ‘National Auditgram,” 
their official publication, that because con- 
ditions of travel, due to war times, have 
not materially improved since 1942, and 
because of the serious shortage of admin- 
istrative men in banks and the consequent 
difficulty for the members to leave their 
positions, the Executive Committee de- 
cided to follow the precedent of 1942 
and not hold a general convention. 

However, an abbreviated Annual Meet- 
ing will be held in Detroit, Michigan, 
on September 24, 1943, to elect officers 
and to transact such other business as 
would ordinarily come before such a 
meeting. 





War Damage Coverage Is Renewable 


Renewal procedure for war damage 
insurance coverage is based on a short 
form of application adopted by the 
War Damage Corporation for use in 
connection with policies expiring on 
and after July 1, 1943, subject to cer- 
tain specified conditions, Signature of 
the applicant is not required on the 
application for renewal (WDC Form 
19) and applications shall be accom- 
panied by cash, money order, or check 
| in full, to be received by the fiduciary 
| agent not later than the expiration 
| date of the original insurance. 











“HU-MANagement” 


A new science has come to the fore in 
recent years according to Eugene J. Benge, 
Management Engineer of Chicago. Mr. 
Benge calls it, “HU-MANagement.” In 
a paper presented before the Office Man- 
agement Association of Chicago he 
pointed out recently that this new science 
has four sub-divisions: 1, Adjustment; 2, 
Skill Development; 3, Motivation; 4, 
Leadership. 

Ten applications of ‘“HU-MANage- 
ment,” as listed in the May issue of ‘The 
Office,” are: 


1. Use aptitude tests for original selec- 
tion of office employees and for internal 
selection and promotion. 

2. Maintain adequate personnel records. 


3. Analyze employees in their jobs to 
identify points of maladjustment, either 
in abilities or interests. 

4. Give each employee specific train- 
ing in the things he needs for his personal 
improvement in his present task. 

5. Establish a systematic salary classi- 
fication plan, 

6. Institute merit ratings. 

7. Learn to utilize non-financial incen- 
tives. 

8. Put your management policies in 
writing. 

9. Invite employee participation in de- 
ciding problems of immediate concern to 
them. 

10. Find and develop leaders. 


Post-War Outlets 


The problem of war-shrunk dealer out- 
lets is one of concern to many business 
firms. It is, consequently, of interest to 
note the meeting held in New York on 
May 4, at which officials of the Norge 
Division of Borg-Warner Corporation and 
of its metropolitan distributor, the War- 
ren-Norge Corporation, told several hun- 
dred dealers that the company would not 
add to its outlets after the war, as the 
shrinkage in its distributing organization 
was very small. 

Howard E. Blood, president of the com- 
pany, asserted that if the war ends quickly 
the company will have to return to the 
manufacture of the 1942 models, but that 
if it tapers off, with the fight with Japan 
continuing after a victory over Germany, 
there may be an opportunity to tool up 
for radically new models. He added that 
the company is giving more and more 
thought to engineering on new products 
now that full output is being achieved on 
its war contracts and that since the first 
of the year it has been more or less re- 
organizing with a view to peacetime pro- 
duction. 


Coastwise Lines’ Long Service Record 


A special article by Mr. Lewis D. Par- 
melee, Executive Vice President, AGWI 
Lines in the New York Journal of Com- 
merce points out that “among the oldest 
American steamship lines in existence are 
the coastwise lines operating along the 
Atlantic seaboard and in the Gulf of Mex- 
ico... . on Dec. 1, 1940 the total coast- 
wise fleet of the country, not counting 
tankers, consisted of 286 vessels, includ- 
ing 37 combination freight and passenger 
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ships, in active service.” The contribution 
of the coastwise shipping fleet to the cur- 
rent war effort is then cited by Mr. Par- 
melee, who points to the fact that “the 
coastwise merchant marine provides a 
ready made fleet at once available for 
overseas transportation in time of war, 
and assures the existence of a certain num- 
ber of shipyards for the upkeep of vessels 
and the construction of new ones.” 


Preventing Profit Misinterpretation 


Single copies of a new booklet, “How 
To Prevent Misinterpretation of Your 
Profits” are available gratis from the Na- 
tional Association of Manufacturers, 14 
West 49th St., New York. Dedicated to 
the need of “selling” industry’s war per- 
formance story to the general public, the 
workers of the firm, and the widespread 
small investors, the booklet reviews cur- 
rent public misconceptions as to indus- 
trial profits, stresses the facts about war 
profits, shows with numerous corporate 
report examples “how to make the facts 
speak,” and finally presents a 12-point 
check-list for appraising profits reports. 


AMA Production Conference 


The “growing pain” war problems of 
conversion and of making unfamiliar 
products having been largely mastered by 
business executives, they are now solving 
the problem of adjusting production to 
materials procurement and manpower 
availability. That was one of the im- 
portant points brought out at the Produc- 
tion Conference of the American Manage- 
ment Association on May 5-6 at the Hotel 
Statler, Cleveland. 


JFDIC to Cover N. Y. Savings Accounts 


Formal announcement of the decision 
of all mutual savings banks in New York 
State to insure their deposits with the 
Federal Deposit Insurance Corp. instead 
of through the New York Mutual Sav- 
ings Bank Fund was made jointly on May 
17 by Elliott V. Bell, Superintendent of 
Banks, and Myron S. Short, president of 
the Savings Bank Association of the State 
of New York. 

The savings banks will pay the same 
insurance premium as do commercial 
banks, namely, one-twelfth of one per 
cent. They have been paying one-tenth 
of one per cent. to the New York Mu- 
tual Fund for individual account cover- 
age up to $7,500 as compared to $5,000 
in the FDIC program. According to pres- 
ent arrangements the Mutual Savings 
Bank Fund will be continued as a “re- 
pair fund” for the benefit of member 
banks, the New York Times reports. 


Renegotiation to Hit 1943 Profits Harder 


Some 20,000 American firms holding 
War Department contracts were told late 
in May that their profits from Army busi- 
ness will be shrunk harder in the rene- 
gotiation process than in 1942 and earlier 
years. Mr. Maurice Karker, chairman of 
the Department’s Price Adjustment Board, 
stated that the allowable profit on 1943 
business after renegotiation is completed 
may be smaller than in the past and that, 
in any event, contracts will be subject to 
closer scrutiny, the Wall St. Journal te- 
ported. 

“Industrial costs are stabilizing and in- 
creased experience is bringing contract 
prices into a better and closer relation- 
ship with costs,” Mr. Karker declared. 
“It is to be expected that the recovery of 
excessive profits will decrease in impor- 
tance from now on, but that the major 





Accounting Errors Due to War Confusion 


Speaking before the Risk Research 
Institute recently in New York, Mr. 
Prentiss B. Reed, a prominent fire in- 
surance adjuster, declared that “the 
confusion of the times has been re- 
sponsible for an unusual number of 
errors in even the best accounting de- 
partments. In one recent loss, a high 
grade concern doing a nation-wide 
business lost track of a $12,000 in- 
voice and presented a claim which was 
therefore $12,000 short of the true 
figure. Another, whose books I have 
worked with for a number of years, 
duplicated a $7,000 entry which they 
later discovered and reported to me 
with great embarrassment.” 
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emphasis and benefit of the (renegoti- 
ation) statute will come from repricing 
and on new or additional purchases.” 

Post-war reserves, he said, furnish a 
difficult problem—“one that can only be 
handled by legislation.” There is nothing 
the price adjustment boards can do for 
companies which are asking that some 
provision be made for post-war reserves 
when their contracts are being renegoti- 
ated. Congress must give a tax status to 
such reserves first, he said. 

“If Congress wants to do so,” he as- 
serted, “it can define the tax status of 
post-war reserves and determine what to 
do with the unexpendable portions of 
those reserves.” 

At the same time, the Board chairman 
expressed the opinion that industry is 
overlooking the fact that there are pro- 
visions now for dealing with the post- 
war reconversion problem. He called at- 
tention to (1) the old termination clause 


in contracts and the new one being pre- 
pared which puts the responsibility on 
the Government for taking care of inven- 
tories of finished and unfinished goods at 
the end of the war; (2) the post-war 
credit in the excess profits tax; and (3) the 
“roll back and carry forward” provision put 
in the Revenue Act last year. 

He also said there always has been an 
obligation on industry to provide for such 
eventualities out of tax-paid funds and that 
it is not necessary to pay out all earnings 
to stockholders. Further, he said, a pro- 
vision for post-war reserves for Govern- 
ment contractors will bring a charge of 
favoritism from companies which have 
been put out of business by the war. 


Nugent Plan Opposed by N. A.M. 


Uneconomic and untimely are the ap- 
pellations applied to the Nugent plan 
and all other similar proposals for install- 
ment selling for post-war delivery, by the 
board of directors of the National Asso- 
ciation of Manufacturers, according to a 
recent statement. The N.A.M. declaration 
states four basic reasons for its opposi- 
tion to such types of post war selling: 

(1) It would not result in more sales 
after the war; (2), the tendency would 
be to stifle the development and sale of 
new products; (3), it would require 
double selling and double expense, and 
(4), it is in direct competition with the 
sale of war bonds. 

‘When the public invests in war bonds 
it can devote the proceeds after the re- 
sumption of normal production to the 
purchase of any goods or services, which 
is not the case with future-delivery in- 
stallment certificates under the Nugent 
and other plans. 

“There is also the question of who is 
going to assume the risk in case of a 
sharp post-war inflationary increase in 
the price level.” 


Public Debt Up; Private Down 


This country’s combined public and 
private debt stood at $224 billions on 
Dec. 31, 1942, according to a report by 
“Survey of Current Business,’ Washing- 
ton, D. C. The public debt was at an 
all-time high, while private debt was $28 
billions below the 1929 peak. A year 
before the total combined debt stood 
at nearly $182 billions, the increase dur- 
ing 1942 being caused by the rise in fed- 
eral debt since both local and state debt 
totals were lower, as was the case with 
private debts, which fell despite the large 
increases in business volume due to the 
war. These increases had been expected 
to slow down, if not reverse, the down- 
ward trend in the total of private debt 
obligations. 
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on the one hand and business on the 
other as to what are excessive profits. 

Now the laws which have been used 
to control profits in this country in this 
war date back to 1934. They were the 
so-called Vinson Act. They only applied 
originally to certain products for the 
Navy and they limited profits to a cer- 
tain percentage of cost. Subsequently 
these statutes were repealed and te- 
placed by the excess profits tax. 


Use Excess ProFits TAX 


Business men often ask the question, 
why couldn’t the excess profits tax be 
used as a mechanism for controlling war 
profits? I think Mr. Baruch gave the 
answer in his recent book. He said that 
the control of costs was just as impor- 
tant to the nation as the control of 
profit, and he said he felt there was a 
lack of any incentive to reduce costs of 
manufacture if you merely control prof- 
its by an excess profits tax. As a mat- 
ter of fact, he pointed out under cer- 
tain contractual situations which were 
quite normal in this country it might 
operate just the other way. The manu- 
facturer might be better off if he in- 
creased his costs rather than decreased 
them. Of course, any system of profit 
control which results in increased cost 
or even a disregard of cost contributes 
substantially to the inflation spiral and 
is something which both business men 
and the citizens generally should be in- 
terested in. 

During the winter of 1941-42 it be- 
came apparent in Washington or at 
least there was current of thought that 
the excess profits tax wasn’t solving the 
problem and there was some agitation 
for a return to a law similar to the Vin- 
son Act, a limitation on profits to a per- 
centage of the value of the contracts. As 
a substitute, the War Department pro- 
posed a voluntary renegotiation of con- 
tracts, and I stress the word “voluntary” 
because the original thought was that 
after the costs had become apparent on 
contracts which had been operating for 
some time that business men should 
bring in their costs and sit down and 
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renegotiate the contract in the light of 
the cost, that there should be bargain- 
ing in good faith over what the profits 
should be. 

By the time Congress got through 
and passed the law as Section 403 of 
the Sixth Supplemental Appropriation 
Act, renegotiation had become compul- 
sory, that is, there was not to be a sitting 
down and bargaining in good faith by 
both sides. The government was given 
a club by which it could tell you what 
your excessive profits were. If you 
agreed, well and good; if you did not 
agree, you still had to make the refund 
to the government. 

While renegotiation did not origi- 
nally contemplate a punitive expedition 
into the domain of private industry, it 
is my feeling that it authorizes or en- 
ables such an expedition. Actually, the 
renegotiation technic as it is worked to- 
day is like locking the door after the 
horse has been stolen. The profits have 
been made. Any effects that the con- 
tract price could have in bringing about 
inflation have already been operative 
and all that is done is recouping these 
profits after the inflation spiral has 
started. Of course, renegotiation can 
help in this picture somewhat but not as 
much as certain other technics which 
could have been adopted. 

It is undoubtedly too early to pass 
final judgment on renegotiation. A 
number of companies have been 
through renegotiation. A great many 
more have their renegotiations in pro- 
cess but up to the present time it is not 
possible to discern completely a pat- 
tern of how they will operate. 


PERSONNEL TURNOVER 


One of the reasons for this is there 
has been a tremendous turnover of per- 
sonnel in the Price Adjustment Boards 
in Washington and elsewhere, and I 
think when any of you have to deal with 
these Boards you will find that this is 
one of the most exasperating experi- 
ences you will have. You will explain 
your case one day to three or four gen- 
tlemen and you will be asked to bring 
in some figures several weeks later. 
Then upon your return you will find you 
are bringing your figures to another 
group of gentlemen who never heard of 


your company before except by reading 
what the previous members have te- 
corded and I think it is fair to say that 
much of what you had said affirmatively 
in your behalf to the prior group is be- 
fore the new group. As a result you start 
again from scratch in your negotiations, 
After you have done that several times 
in One renegotiation you feel you are 
not getting very far and are not really 
securing a fair hearing. I think the Price 
Adjustment Boards can be legitimately 
criticized for not having the case 
handled throughout by one or two in- 
dividuals so there is some real con- 
tinuity. 


INCREASED ACCOUNTING 


Of course, you all know that renego- 
tiation procedure necessitates a great 
deal of additional accounting. The 
original figures which you are asked to 
supply are only the beginning especially 
if you want to try to present your side of 
the story. Every time you go before the 
Board they will ask you for a new lot of 
figures and one wonders what they do 
with all these figures. From my expeti- 
ence I would hazard a guess that if they 
are favorable to the Board, they will use 
them; otherwise, there is a tendency to 
overlook them. 

Now one of the most serious criti- 
cisms that I feel is attributable to the 
Renegotiation Act is that some of the 
tests which they use in arriving at a 
figure to be refunded by any company is 
a percentage of profit on gross sales. 
This is a way of reinstating by the back 
door that form of contract, where the 
profit is based on a percentage of the 
cost. This was the old cost-plus-a-per- 
centage-of-cost contract. That type of 
contract was thoroughly discredited in 
the last war. It was shown, and everty- 
body realized, that it induced the un- 
scrupulous manufacturer to raise his 
costs as much as he could, thereby get- 
ting a higher profit. As a matter of fact, 
in this war in every appropriation act it 
is made specifically inapplicable. Pro- 
curement officers are not allowed to use 
that form of contract. This renegotia- 
tion of contracts has some of the effect 
of reinstating that form of contract. 

Another criticism which I have of the 
Price Adjustment Board is that while 
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they tell the business man that he is to 
be rewarded, and is being rewarded, 
for his efficiency in production, they are 
unable to demonstrate mathematically 
or otherwise, that a particular company 
is rewarded for efficiency. If that is so, 
then where is the drive toward more ef- 
ficiency and we all would agree that the 
efficient company does deserve greater 
consideration and a larger profit. I feel 
unless the Boards can straighten out in 
their own minds and demonstrate to 
| business that they are rewarded when 
| they have done a good job, that there 
will be a slackening of incentive to ef- 
ficient operation. 
| Of course, there is the other point 
that renegotiation actually penalizes a 
company which cooperates. You all 
know instances where one company has 
converted to war effort and another 
company, its competitor, stayed in 
peacetime business and got all the 
peacetime business. Well, the company 
that cooperates gets renegotiated and 
has its profits taken away while the 
other company is not subject to rene- 
gotiation. That seems very unfair and 
is hardly a reward for having done the 
job which should be done. 


No APPEALS POSSIBLE 


Now another criticism that I think 
lawyers especially feel and perhaps you 
will feel later is that there is no appeal 
from these decisions by the Board. It is 
true that, for example, in the War De- 
partment you can have a hearing here in 
Cleveland and then appeal to Washing- 
ton to the Board there and then possibly 
go to Under Secretary Patterson, but 
in each instance you are just going a 
step higher in the’same hierarchy and 
the superiors in each instance have some 
pressure on them from inside the or- 
ganization to maintain the original 
finding. In practically every other in- 
stance in the American governmental 
set-up, there is some mechanism for re- 
viewing an abuse of administrative dis- 
cretion; that is, when you have such a 
clear abuse that anybody could see that 
the administrator had not been fair. 
But under renegotiation there isn’t any 
telief in such cases. If they choose to 
| act arbitrarily in your case there is 
| teally very little you can do about it at 
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Renegotiation Hits State Revenues 


At least 28 states stand to lose millions 
in tax revenue this year because of federal 
renegotiation of war contracts, a recent 
statement by Mr. Rollin Browne, presi- 
dent of the New York State Tax Commis- 
sion, points out. New York State may 
lose as much as $10 million in corpora- 
tion taxes, but “the state would have no 
problem if the federal government re- 
claimed these excessive profits by taxa- 
tion,’ Mr. Browne says, “since federal 
corporation taxes are not deductible for 
state purposes and therefore would not 
diminish the state franchise tax base.” 

Mr. Browne, the Wall Street Journal 
reports, thinks it probable that many cor- 
porations, after paying the state tax on 
war contract income, will demand a re- 
fund on the basis of an amended tax re- 
turn resulting from renegotiation of con- 
tracts. Since New York State shares its 
corporate taxes with cities, counties and 
towns, the state itself will have to pro- 
duce the refunds because the localities al- 
rg will have spent the money, he pre- 
icts. 








the present time unless you feel that 
you can get the statute upset as being 
unconstitutional. I don’t want to talk 
about that. I don’t think there is much 
hope myself, although prior to the 
present Supreme Court lawyers would 
have been willing to gamble and even 
advise you to test the constitutionality 
but that is not the case today. 

While the War Department and the 
Navy and Merchant Marine originally 
had put their emphasis on re-capturing 
past profits, they have started to turn 
their attention to prospective profits. 
They call this forward-pricing. I don’t 
know how many of you have been con- 
tacted by the War Department and 
asked if you were willing to enter into 
one of their forward-pricing contracts, 
but briefly, the purpose of these con- 
tracts is to eliminate some of the rene- 
gotiation. It works something like this: 
The contract is for a year period. For 
the first three months the contract price 
controls and there is no renegotiation of 
the profits made during those three 
months. At the end of the three months 
you bring in your costs of operation and 
you are to sit down and bargain for a 
new figure based on this first three 
months’ experience. If you arrive at a 
figure for the next three months, then 
that new figure is subject to renegotia- 
tion, and so on, throughout the year. If, 
however, you do not arrive at a new 
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price, then the original price continues 
for the three months’ period, but the 
profits from that three months are sub- 
ject to renegotiation. 


FORWARD PRICING 


The advantages of this sort of con- 
tract are obvious, but its disadvantages 
are almost as obvious. It would work 
relatively well if you were manufactur- 
ing, say, 50 caliber ammunition or if 
you turned out only one commodity. 
Any manufacturer of that sort of com- 
modity should try to get a contract on 
that basis, but if you are making a lot of 
different items in a number of lines of 
business, I think you would soon find 
that you had enmeshed yourself in an 
accounting problem that would be 
pretty difficult of solution. 

Actually this forward-pricing is not 
an innovation that we thought up here 
in America. They have been doing it in 
Canada since the beginning of the war. 
Fundamentally, Canada organized it- 
self on a much sounder economic basis 
than we did. Of course their problem 
is somewhat simpler for they are con- 
siderably smaller. But it might have 
been tried here and I would like to ex- 
plain briefly how they did it. 

When they asked a manufacturer to 
manufacture an item he had never made 
before, they entered into what they 
called a target contract. Under that, 
they estimated the cost. If the manufac- 
turer made a saving over that cost, he 
got a certain percentage of the savings. 
If his costs were higher, the Dominion 
Government stood a percentage of the 
added cost and he was guaranteed a 
certain minimum profit. So that there 
was an incentive to the manufacturer to 
make all the savings he could. 

After this first experience, which 
would last from three to six months, 
they would then enter into a fixed-price 
contract covering the same commodity 
and at a figure based on the cost and 
experience of the first six months. Dur- 
ing this second six months’ period every 
saving in efficiency, every new develop- 
ment, every new technic that the 
manufacturer made which resulted in 
additional profits at lower cost, the 
manufacturer pocketed and he was 
promised there would be no recapture 
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of those except under the general tax 
law. Then at the end of that six months 
there was a negotiation of a new con- 
tract on the basis of the new cost. Gen- 
erally speaking, these Canadian con- 
tracts were for all that manufacturer 
could produce in that line in six 
months, so if he not only made savings 
in cost but actually accelerated produc- 
tion, he could very substantially in- 
crease the profit and I found from 
talking to many Canadian business men 
that they favored this sort of a system. 
They felt it was preparing Canadian in- 
dustry to play an efficient and effective 
part in world commerce at the end of 
the war, because the government was 
assisting them in getting on as efficient 
a basis as it was possible to get during 
this war-time period. In addition, they 
felt they knew at any given moment 
just exactly where they stood on the 
profit side. 


CURRENT PROBLEMS 


Now there are a number of current 
renegotiation problems that I would 
like to touch on briefly. The first in- 
volves probably amendments to the act. 
I think every business man wants to 
know whether there are going to be any 
amendments and whether the act will 
be repealed. There have been a great 
number of amendments proposed. The 
most important, and the one most likely 
to pass, is the suggestion that a com- 
pany which manufactures less than 
$500,000 worth of government goods 
each year will not be subject to rene- 
gotiation. It seems that this amendment 
is going to pass, supplanting the old 
$100,000 limitation. 

There has been some talk of an 
amendment to permit the setting up of 
a reserve for reconversion, that is, con- 
version to peacetime production, and I 
noticed just a week ago that some 
Washington observers predicted the 
passage of this amendment. From what 
I have seen in Washington I feel sure 
the amendment will not pass. The trend 
today is to restrict profits more and 
more and I do not feel that business will 
be granted any more concessions in 
Washington along this line. In addi- 
tion, the necessity for curbing labor in- 
creases will have the collateral effect of 
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restricting business in order to make it 
palatable to labor. So I am not at all 
hopeful that any such amendment 
would be passed, although I personally 
think it should. 


REPEAL Is UNLIKELY 


There has been some talk of repeal- 
ing the act. As a matter of fact, last fall 
I think that would have been possible 
if American business had been united 
behind a proper substitute. Some busi- 
ness men testified before the Senate 
Finance Committee that they were op- 
posed to Senator George’s five per cent 
profit limitation, that they actually fa- 
vored renegotiation, and in the face of 
this conflicting testimony between busi- 
ness men themselves, the answer was 
that the statute was amended in a few 
particulars but I think the last oppor- 
tunity to take the statute off the books 
went by the boards. 

Now another important problem 
which has arisen quite recently as the 
result of these renegotiation settlements 
arises from the fact that state corpora- 
tion and franchise taxes have been paid 
on the net income prior to renegotia- 
tion, and after the renegotiation and 
you have refunded, say, ten million dol- 
lars, you didn’t have quite that much 
income. There is no state yet that has 
a specific law that permits a refund 
under these circumstances. There are 
bills pending in a number of the state 
legislatures. There are a number of 
states, however, that have general re- 
fund provisions which could probably 
be used to secure refunds. I mention 
this point, because if your firm is in 
process of renegotiation, you should 
consider this point before you reach 
your final settlement because it might 
make a very substantial difference. 


Work WITH LocAL BOARD 


Another question which repeatedly 
comes up is: should I reach my agree- 
ment with my local board or should I 
insist on my right to appeal to Wash- 
ington? In 99 per cent of the cases you 
will get a better deal in your home area 
than in Washington and my advice is 
to settle it with the local Board which 
has more time and can sit down and 
perhaps appreciate your problem more 








than Washington. There always will be, 
of course, a fringe of local cases where 
the local negotiator, feeling the respon- 
sibility of his position, will take back 
more than Washington wants him to, 
but I think that is a pretty rare case. 

Of course, you don’t enter into a 
final agreement with the local Board, 
What happens is that you enter into a 
tentative agreement which has to be re- 
viewed in Washington, but the review- 
ers in Washington are not anxious to 
upset a renegotiation agreement unless 
it is far out of line, so that you would 
get some advantage from having it 
settled locally as against going to Wash- 
ington. If you go to Washington, the 
case starts all over again to this effect: 
Anything that was detrimental to you is 
still in the record and you have to start 
from scratch at building up your own 
case, and as a matter of fact, they will 
frankly tell you, and I know it to be the 
case, that they don’t feel bound at all 
by that local Board’s figure. I mean if 
the local Board said you should refund 
fourteen million and you went to Wash- 
ington and said, ‘‘I think it should be 
only five,” you might find out in Wash- 
ington they think it should be sixteen. 

Another question arises under that 
part of the act which provides that re- 
negotiation must be commenced within 
one year after certain figures are filed 
with the Price Adjustment Board. I am 
not referring to one year after the ter- 
mination of the contract. If you file cer- 
tain figures covering 1942, then if they 
don’t start renegotiating them within a 
year, your profits are all right, and they 
have waived the right to negotiation. Is 
there any advantage to filing these 
figures? Well, the regulations were 
only promulgated on February 1, 1943. 
The year hasn’t gone by but if you will 
notice in the regulations the persons to 
whom you mail these figures is the of- 
fice that assigns you to the renegotiator 
who is going to handle your case. I 
think that ought to be the tip-off. You 
are merely saying, ‘Here I am. I am 
ready to go,” and they will assign you to 
someone and you are ready to start. 
Frankly, I don’t think you would get 
advantage out of it. 

In every renegotiation that I have had 
anything to do with, we always ended 
up by having an argument about what 
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do we do with contracts entered into 
prior to April, 1942. We argue on one 
side that Congress can’t pass a law 
which changes the contractual obliga- 
tion and they say specifically that we 
have to renegotiate them. Well, that 
controversy is mever specifically re- 
solved, but as a matter of experience I 
find in setting up figures for renegotia- 
tion it is well to segregate your con- 
tracts into three columns: those termi- 
nating where payment has been com- 
pleted prior to April 28, 1942; those 
the Boards admit they can’t renegotiate ; 
and I set up in another column the 
contracts entered into prior to April 28, 
1942, and then the balance of the con- 
tracts, and I think from my experience 
that you always get some sort of a break 
if a substantial part of your contracts 
were in that group entered into prior 
to April 28. 

Now while some of you have experi- 
enced renegotiation and have reached 
your final agreement, I am sure the rest 
of you are wondering just what sort of 
treatment you can anticipate. Well, it is 
impossible to forecast generally the 
specific results. Perhaps on an examina- 
tion of all the facts one might make a 
prediction, but you shouldn’t feel op- 
timistic about the outcome. The Boards 
are serious in their desire to recoup 
profits. As a matter of fact, one of my 
criticisms of this whole thing is that the 
success or failure of these Boards ap- 
parently is going to be judged by the 
people and by Congress on the number 
of billions of dollars that the Board 
gets back. That is a pretty vicious thing, 
because it tends to leave only one 
thought in their mind,—how many dol- 
lars can I get out of this company. The 
publicity these Boards give to the 
amounts which they get back indicates 
that that is pretty much in the fore- 
front of their mind. 

Now these Boards themselves have 
been engaging in what I would call 
propaganda or missionary work around 
the country. They go around and tell 
you that these large refunds are really 
an attempt to clean up American busi- 
ness so that private enterprise can con- 
tinue after this war, and they say unless 
this is done there are going to be con- 
gtessional investigations and the people 
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won't stand for private business any 
more. Well, I don’t take much stock in 
that. There are congressional investiga- 
tions into profits going on right now in 
spite of the renegotiation statute and 
I am sure after the war there are going 
to be many more, so I don’t think we 
should be at all blind to that sort of an 
argument. 


PUBLICITY AND FACTS 


As a matter of fact, some of their 
own publicity will result in pressure 
upon business. One speaker for the 
Renegotiation Board made the state- 
ment, ‘““We are not tough on business. 
Why, there is one instance where we 
let them have 39 per cent profit!” 
Thirty-nine per cent sounds pretty big 
to a private citizen, especially one who 
has a son or two in the armed forces, 








Renegotiation Revisions Proposed in 


Nation-Wide Poll 


Senator Styles Bridges of New Hamp- 
shire on May 21 released a survey of 5,000 
manufacturing companies which revealed 
the need for “many constructive changes” 
in war contract renegotiation in order that 
capacity war production can be main- 
tained. Reporting the poll, the New York 
Journal of Commerce says that the un- 
known future attitude of government con- 
tracting agencies was cited as broadly 
affecting corporate relationships, “includ- 
ing the fact that the basis for negotiating 
business loans with banks had been ren- 
dered ‘uncertain’ while annual reports to 
stockholders and dividends have been 
‘radically upset.’ ” 








and of course, they never explain the 
reason for the 39 per cent. No business 
man should anticipate or expect that he 
can get a third that much because the 
chances are he won't. 

As a result of experience, I think that 
it is possible, pretty much, to forecast 
the range of profits that you will be al- 
lowed. Of course, it varies a great deal 
from industry to industry, depending 
on turnover of capital in that business, 
but I think it is possible to make cer- 
tain forecasts and I think there are 
three primary factors which the Boards 
look at. 

The first is the company’s pre-war 
rate of profit on gross sales for 1936 to 
1939. The next thing is the industry's 
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pre-war rate of profit for the same pe- 
riod. And then a consideration of the 
percentage of increase in buisness re- 
sulting from war business. 

Perhaps they give some weight to 
efficiency and the other 11 officially-an- 
nounced factors that were in their 
booklet, and to the factors on the un- 
official list of 36 factors, but it has been 
my experience that they pretty much 
get down to those three I have just 
named, and after that, you will find a 
range for certainly 95 per cent of the 
businesses. After renegotiation this 95 
per cent will have a profit from 3 to 11 
per cent on gross sales. 

As I stated earlier, I don’t like the 
yardstick of profit on gross sales be- 
cause I think it brings about the old 
cost-plus-percentage-of-profit idea and 
that does not reward efficiency. 


EXAMINE SECTION 722 


Now because of the consideration of 
this pre-war rate of profit, it is well I 
think for every business man to ex- 
amine into his rights under Section 722 
of the tax act. I should like to urge that 
anyone who is going to have a renego- 
tiation, if he feels he has rights under 
the tax act, to put his house in order 
under the tax act first, because any de- 
termination by Internal Revenue in his 
favor would be an advantage when go- 
ing before the Price Adjustment Board. 

On payment of refunds, some of the 
refunds they ask are so large that a com- 
pany can’t afford to pay them. It would 
actually mean going out and borrowing 
money because some of the profit you 
have, according to the Price Adjust- 
ment Board, may constitute some of the 
refundable tax under the Tax Act. I 
had one case where I tried to get them 
to take back the refundable portion of 
the tax as a refund. The Board took the 
position they couldn’t do that. As a 
matter of fact, they even suggested that 
perhaps those certificates weren’t worth 
very much. But the Boards are coopera- 
tive in the matter of refunds and will 
give a year in which to pay, if asked. 

Aside from these problems which I 
have mentioned, I think one of the 
most important things that a business 
man could do is to put his business on 
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Section 403 of the Sixth Supple- 
mental National Defense Appropria- 
tion Act, 1942, as amended by Section 
801 of the Revenue Act of 1942 is 
directed toward the recovery of ex- 
cessive profits from war contracts en- 
tered into by the Army, Navy, Mari- 
time Commission and Treasury De- 
partment. 

While many contractors and sub- 
contractors can readily determine their 
exemption from the provisions of the 
Act because their aggregate sales for 
the fiscal year do not exceed $100,000, 
extremely few will find that all of their 
business is subject to renegotiation. 
Therefore, any contractor or subcon- 
tractor who has performed or is to 
perform work directly or indirectly for 
any one of the four named government 
agencies, and whose aggregate sales for 
the fiscal year exceed $100,000, is faced 
with the necessity of making some sort 
of a separation or classification of his 
sales. 

Separations may be simple in some 
instances, quite complicated in others 
but in general, in determing the vari- 
ous separations to be made, you should 
look toward producing at least the fol- 
lowing results: 


1. Segregations which will determine 
the extent to which sales are subject 
to renegotiations; 


te 


. Segregations which will furnish de- 
tails ultimately required by the re- 
negotiating board; and 

3. Segregations which will supply you 

with details you expect will be help- 

ful to you in the renegotiation pro- 
ceedings. 


For purposes of discussion and in 
deciding upon the over-all pattern of 
the separations which will produce 
these results, it will be less confusing 
perhaps to consider the three types one 
at a time and to disregard entirely 
those contractors who either know in 


Segregation of Salesfor Renegotiation 


By F. D. Weeks 


advance that they will be exempt from 
renegotiation or whose business falls 
into one classification only. 

First of all then, sales must be seg- 
regated into two major classifications— 
Renegotiable Sales and Non-renegotia- 
ble Sales. But what is a renegotiable 
sale? What are its essential character- 
istics ? 

In effect the Act states that any con- 
tract with the Army, Navy, Maritime 
Commission or Treasury Department 
or any subcontract thereunder, regard- 
less of how remotely it can be linked 
with the prime contract, is a renegotia- 
ble sale. However, the Act further 
provides that certain contracts and sub- 
contracts, even though they have all 
the essential characteristics of a rene- 
gotiable sale are or may be exempt, in 
whole or in part, from renegotiation. 

Subject to such exemptions, clearly 
any prime contract with the Army, 
Navy, Maritime Commission or Treas- 
ury Department is a Renegotiable Sale, 
regardless of the amount, the product 
to be furnished, or whether the con- 
tract contains a renegotiation or re- 
capture clause. No prime contractor 
should have much difficulty in recog- 
nizing or in segregating such sales. 

Now what is a subcontract within 
the meaning of the Act? The Act de- 
fines a subcontract as any purchase or- 
der or agreement to perform all or any 
part of the work, or to make or furnish 
any article required for the perform- 
ance of another contract or subcon- 





tract; and further states that the term 
“article” includes any material, part, 
assembly, machinery, equipment or 
other personal property. 


CONTRACT DISTINCTIONS 


At this point, it is well to note an 
important distinction between the es- 
sential characteristics of a renegotiable 
subcontract and those of a renegotiable 
prime contract. In the definition of a 
subcontract, the use of the words “or 
other personal property,” by inference, 
excludes real property. The renegotiat- 
ing agencies have agreed, therefore, 
that a subcontract for the sale of real 
property or the construction of im- 
provements thereon or of equipment to 
become a part of the realty is not re- 
negotiable. 

Accordingly, in determining what 
constitutes a subcontract, the real test 
in respect of each sale is to ask the 
question—does it constitute a sale of 
services or personal property essential, 
to any degree whatsoever, in the per- 
formance of a prime contract with the 
Army, Navy, Maritime Commission or 
Treasury Department. Again subject to 
the specific exemptions provided for in 
the Act, any such sale, regardless of its 
size or whether the contract contains a 
renegotiation or recapture clause, is a 
renegotiable sale. 

More difficult than defining sub- 
contracts, however, is the task of un- 








Renegotiation is a detailed, laborious process, as all who have 
been through it will testify. In this paper, originally presented 
at the Third War Conference of Controllers at Philadelphia, Pa., 
on April 12, 1943, Mr. Weeks brings out important points as to 
sales segregation in connection with renegotiation of a com- 
pany’s war production contracts. He is Vice President and Treas- 
urer of Lamson Corporation in Syracuse, N. Y. 
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| YOU CAN RENT COMPTOMETER EQUIPMENT! 





* Don’t look so downhearted, gentlemen. The Boss is just kidding 
—and, furthermore, you can rent Comptometer adding-calculating 


machines for limited periods of time! 


* Ask your local Comptometer Co. representative to explain this con- 
venient and economical rental service. The Comptometer is made only 


by the Felt & Tarrant Mfg. Co., 1734 N. Paulina St., Chicago, Illinois. 


COMPTOMETER 


REG. U.S. PAT. OF 


ADDING-CALCULATING MACHINES AND METHODS 
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covering them. Generally an analysis 
of your principal sales will not only 
locate the major ones but enable you 
to link them with the prime contracts 
involved. If you have a multitude of 
small sales, the spotting of all subcon- 
tracts and linking them with specific 
prime contracts might be impossible. 
It is essential, however, that you be 
able to convince the renegotiation 
board that you have made a real effort 
to segregate all sales of a renegotiable 
nature. That effort will include the use 
of all available data such as preference 
rating certificates, end-use information 
which may appear on purchase orders 
or agreements and your own knowl- 
edge of the character of the business 
of the purchaser and the probable ul- 
timate use of your product. If you em- 
ploy test-checks make them sufficiently 
extensive in their scope as to be re- 
garded as a fair cross-section of the 
sales to which they are to be applied. 


A SPECIFIC CASE 


Let us take a specific case. Some 
small nuts and bolts are furnished to a 
motor manufacturer who in turn fur- 
nishes motors to a conveyor manufac- 
turer who in turn will make and in- 
stall a conveyor system in the plant of 
a manufacturer who is acting as a 
prime contractor for the Army, Navy, 
Maritime Commission or Treasury. 

Under the definition of a subcon- 
tract, the sales of the conveyor, the 
motor, and the nuts and bolts are all 
subcontracts, and, therefore, renegotia- 
ble sales. The fact that none of the 
products furnished by the subcontrac- 
tors will become a part of the item 
furnished by the prime contractor 
doesn’t make any difference—they are 
all required in connection with the 
performance of the ptime contract or 
a subcontract thereunder. 

First assume that the conveyor 
equipment is going to be used exclu- 
sively in carrying shells to be made 
under a prime contract with the Army. 
The sale of the conveyor equipment 
would, be 100 per cent. renegotiable 
and the sales of the motor and of the 
nuts and bolts would also be 100 per 
cent. renegotiable if such items could 
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be identified as having gone into the 
conveyor equipment. 

However, if the motor manufacturer 
cannot tie in his sale with the prime 
contract he must look to the end-use 
pattern of the conveyor manufacturer 
or the extent to which the conveyor 
manufacturer’s sales as a whole are re- 
negotiable. The manufacturer of the 
nuts and bolts would probably in turn 
have to look to the end-use pattern of 
the motor manufacturer or the extent 


to which the motor manufacturer’s 


sales as a whole are renegotiable. 

Now let us assume that the conveyor 
equipment instead of having been 
furnished for exclusive use in con- 
nection with the manufacture of shells 
had been furnished for general use in 
the shell manufacturer’s plant. In ad- 
dition to making shells for the Army 
this manufacturer was not only en- 
gaged in other prime contractual work 
and work under certain renegotiable 
subcontracts, but was manufacturing 
items to be sold for civilian or com- 
mercial use. In such a case the sale of 
the conveyor equipment would be re- 
negotiable to the same extent as the 
overall sales of the shell manufacturer 
were renegotiable. 


BoARD ATTITUDES 


In other words each subcontractor 
must of course make use of all avail- 
able information to link his sales with 
renegotiable business and determine 
the extent to which his sales are rene- 
gotiable. If you employ all reasonable 
means to determine the renegotiability 
and segregate your sales accordingly, 
you will probably find the renegotiating 
board will show a reasonable attitude. 

Naturally sales which do not have 
the essential characteristics of a rene- 
gotiable sale are properly allocable to 
Non-renegotiable Sales—these should 
include only civilian or strictly com- 
mercial sales. 

If at this point in the segregation 
of sales, contracts or subcontracts with 
the Army, Navy, Maritime Commis- 
sion or Treasury Department which 
have been classified as Renegotiable do 
not, in the aggregate, exceed $100,000 
for the fiscal year involved you are 
exempt from renegotiation. 





Whereas contracts and subcontracts, 
however, may have all the essential 
characteristics of a renegotiable sale, 
the Act itself specifically exempts cer- 


tain types. 
SPECIFIC EXEMPTIONS 


First, any contract or subcontract is 
exempt from renegotiation if final pay- 
ment was made prior to April 28, 
1942. Technically, if final payment was 
not made prior to April 28, 1942, the 
entire contract may be renegotiated, 
but the renegotiating boards have in- 
dicated that generally profits for 1941 
and prior years will not be renego- 
tiated. The Departments have also 
adopted the policy that final payment 
will have been deemed to have been 
made although relatively small items 
may not have been finally determined 
and paid for prior to April 28, 1942. 
Where a series of transactions are in- 
volved under one contract number, all 
transactions resulting from a single 
promise constitute one contract but any 
transaction resulting from a new prom- 
ise constitutes a new contract. 

Second, all contracts and subcon- 
tracts are exempt from renegotiation 
if exemption is provided for by their 
own terms. This type of exemption is 
usually for a portion of the contract 
or for performance during a fixed pe- 
riod and if provided for will appear 
in the renegotiation clauses inserted in 
the contract or subcontract. 

Third, the Act provides that con- 
tracts by the Army, Navy, Maritime 
Commission or Treasury Department 
with other governmental agencies such 
as are enumerated in the Act are 
exempt. In interpreting this exemption 
the Renegotiating Departments state 
that contracts between such govern- 
mental agencies and private contrac- 
tors, and subcontracts thereunder, are 
likewise not subject to renegotiation, 
except in instances when the govern- 
mental agency (for example: Defense 
Supplies Corp., Metals Reserve Com- 
pany, Rubber Reserve Company) is 
acting as a direct agent for one of the 
Renegotiating Departments. As to De- 
fense Plant Corporation contracts, the 
Renegotiating Departments will try to 
include contracts for machine tools and 
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other equipment and personal prop- 
erty in renegotiation but will not insist 
upon their inclusion. They will, how- 
ever, obtain information concerning 
sales, cost and profits on such con- 
tracts. Defense Plant Corporation con- 
tracts for the construction of plants will 
not be renegotiated nor will informa- 
tion in connection therewith be re- 
wired. 

Fourth, the Act specifically exempts 
any contract or subcontract for certain 
raw materials which have not been 
processed, refined or treated beyond 
the first form or state suitable for in- 
dustrial use. The Departments have 
now jointly issued a list of some thirty 
odd items which have been interpreted 
as exempt. 


DISCRETIONARY EXEMPTIONS 


In addition to the foregoing specific 
exemptions, the Act further provides 
for certain exemptions in the discre- 
tion of the Renegotiating Departments. 

First, any contract or subcontract to 
be performed outside the territorial 
limits of the continental United States 
or in Alaska, and second, any contract 
or subcontract under which profits can 
be determined with reasonable cer- 
tainty when the price is established, 
may be exempted from renegotiation. 

Apparently in neither of the fore- 
going cases do the Secretaries of the 
Renegotiating Departments intend to 
issue any blanket exemptions and it 
would appear that exemptions if any 
will be provided for in the terms of 
specific contracts. There is perhaps one 
exception, however, in the case of the 
Treasury Department which excludes 
from renegotiation types of contracts 
regularly entered into by the Procure- 
ment Division of that Department in 
the ordinary course of business before 
the war unless negotiated under au- 
thority contained in Title II of the 
First War Powers Act, 1941, but pur- 
chase orders entered into by the Pro- 
curement Division of the Treasury 
Department and issued by the Army, 
Navy or Maritime Commission are re- 
negotiable. 

In transferring or allocating to Non- 
renegotiable Sales those which have 
the essential characteristics of rene- 
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gotiable sales but which, for one rea- 
son or another, are exempted by the 
provisions of the Act, it is suggested 
that their separate identities, by types, 
be preserved. This should be done 
not only because the contents of the 
Non-renegotiable classification will be 
closely examined by the renegotiation 
boards, but you may wish to make use 
of such a segregation in presenting 
your financial data. 

Having now made a final segrega- 
tion as between the two general classi- 
fications—Renegotiable Sales and Non- 
renegotiable Sales, if the Renegotiable 
business does not aggregate more than 
$100,000 you, of course, are not sub- 
ject to renegotiation. 


REQUIRED DETAILS 


Next, what details will ultimately 
be required by the Renegotiating 
Boards ? 

First, all Renegotiable Sales should 
be separated as between (1) prime 
contracts and (2) subcontracts; 

Second, both prime contracts and 
subcontracts should be further segre- 
gated as between the Navy, Maritime 
Commission, Treasury Department and 
the various branches of the Army such 
as Army Air Forces, Chemical War- 
fare Services, Corps of Engineers, 
Ordnance, and so forth. These break- 
downs will furnish the dollar volume 
of work performed for each, either as 
a prime contractor or a subcontractor, 
to be set forth in Schedules A and B 
of the final Renegotiation Agreement; 

Third, cost-plus-fixed-fee contracts 
should be segregated from fixed price 
contracts because they will be rene- 
gotiated separately ; 

Fourth, you will probably be asked 
to furnish the Renegotiating Board 
with complete lists of prime and sub- 
contracts showing the names of the 
purchasers and if possible the num- 
bers of the prime contracts involved ; 

Fifth, under Non-renegotiable Sales 
you should at least segregate Defense 
Plant Corporation contracts and sub- 
contracts because you will probably be 
asked for figures showing the volume 
and operating results from such busi- 
ness. 

Finally, consider what separations 
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you may find helpful in the presenta- 
tion of your financial data and in argu- 
ing your case before the Renegotiation 
Board. The determination of such fur- 
ther separations will naturally depend 
entirely upon the nature of your busi- 
ness but if you are continuing your 
regular business and at the same time 
are making special products, by all 
means segregate sales as between the 
two. Always remember that the mem- 
bers of the Renegotiating Board can- 
not be expected to be familiar with all 
the details of your business. Their job 
is to eliminate excessive profits—it is 
yours to show them what special or un- 
usual conditions prevail in your busi- 
ness, and in many instances this can 
best be accomplished by starting with 
a proper segregation of your sales. 


A. G. A. CHOOSES ST. LOUIS 
FOR 25TH MEETING 


The 25th Annual Meeting of the 
American Gas Association will be held 
at the Jefferson Hotel in St. Louis, on 
Monday, Tuesday and Wednesday, Oc- 
tober 11, 12 and 13, 1943. 

St. Louis was selected by the Execu- 
tive Board of the Association as the 
city nearest the center of Association 
membership affording adequate accom- 
modations, resulting in conservation of 
time and travel. 


WARTIME APPRAISALS 
ARE DISCUSSED 


How appraisers and valuers can best 
discharge their responsibilities in meeting 
the wartime requirements thrust upon 
them was the subject of discussion at a 
recent meeting of the Technical Valuation 
Society at the Engineering Societies Build- 
ing, New York. Appraisal and valuation 
problems developed by the war will be 
increased by post-war conditions. 

These problems developed from the 
requirements for analytical property rec- 
ords both for the war plants financed by 
the government and private industry: 
property accounting required for govern- 
ment supply contracts and renegotiations 
of contract costs and profits, invested cap- 
ital and depreciation studies for cost ac- 
counting and income tax purposes, valua- 
tion for purpose of regulation, condemna- 
tion and just compensation of properties 
taken over by purchase or lease by the 
government. 








Additional War Contract 
Termination Problems 


Recently named as Chairman of The 
Institute’s Special Committee on Ter- 
mination Audit Procedure, Mr. Dun- 
das Peacock, Controller of Elliott Com- 
pany, Jeannette, Pa., presents here some 
additional considerations on the subject 
of contract terminations, supplementing 
his article in the May CONTROLLER. 


While I consider the theory of “‘se- 
quence of incurrence of expenses” of 
major importance in the problem of 
terminations, there are a legion of other 
problems, among which I believe the 
following to be extremely important. 


COSTS APPLICABLE TO 
TERMINATED PORTION 
OF CONTRACT 


The present termination clauses used 
by the War Department stipulate that 
payment upon termination of the con- 
tract shall be based on (a) the unit 
contract price for all completed units, 
and (b) without duplication, such sum 
as the contracting officer and the con- 
tractor may agree is reasonably neces- 
sary to compensate the contractor for 
his costs . . . . in respect to the un- 
completed portion of the contract. 

The War Production Board has been 
advocating, and the Ordnance Depart- 
ment in its recently published manual 
recommends, that the cancellation 
charge be predicated on the accumu- 
lated total costs of the contract, 
whether or not any units have been 
shipped. Both of those methods are 
equitable under some circumstances, 
but not under all circumstances. 

An overall basis where a fair rate of 
profit was added to the total costs ac- 
cumulated on the job to the point of 
termination would be quite fair when 
applied to a contract which had been 
canceled in the early stages of produc- 
tion. What about the long term con- 
tract for which units were completed in 
a prior year, and upon the recorded 
profit from which taxes have been paid 
and possibly restitution has been made 





of a portion of the profit under rene- 
gotiation proceedings? For such a con- 
tract, it would be unfair to compute a 
cancellation payment based on the total 
cost of the contract to date of termina- 
tion plus a lesser rate of profit than 
that on which taxes and recapture 
profit under renegotiation have been 
paid. 

Therefore, it is my opinion that, in 
such a case, the cancellation payment 
with respect to completed units shipped 
in prior years should be based on the 
unit contract price stipulated in the 
contract irrespective of the rate of 
profit earned thereon, and settlement 
should be made for the remainder of 
work done on the contract on the basis 
of the balance of costs not applied to 
completed units shipped in prior years, 
plus a reasonable rate of profit agreed 
to by the contracting officer. Since, 
presumably, renegotiation proceedings 
would result in the recovery by the 
Government of any excessive profits 
recorded for completed units shipped 
in prior years, the rate of profit earned 
thereon should be of no concern to 
the contracting officer. 


ADMINISTRATIVE PROCEDURE 


The Manual of Audit Procedure is- 
sued recently by the Ordnance Depart- 
ment holds the prime contractor to 
be responsible for the examination 
and necessary verification of claims of 
subcontractors, sub-subcontractors, and 
suppliers. Furthermore, apparently it 
is the intention for investigation of 
cancellation claims to filter down from 
the prime contractors through the vari- 
ous strata of subcontractors. This pro- 
cedure is proving to be cumbersome 
and impracticable even in these days 
of isolated cancellations. 

It is unlikely that when Victory Day 
comes with its inevitable wave of can- 
cellations of war contracts, there will 
be enough accounting talent available 
to verify the multitude of claims against 
prime contractors by subcontractors, 
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sub-subcontractors, and suppliers, and 
even though the prime contractors had 
the necessary staffs to undertake a job 
of such tremendous magnitude, it 
would be unsatisfactory from the stand- 
point of speed of settlement. 

A practical solution to this problem 
would be for the Government depart- 
ment that had a preponderance of in- 
terest in the claims of each war con- 
tractor—whether for canceled prime 
contracts, subcontracts, or sub-subcon- 
tracts,—to audit all of the claims of 
that contractor. In this way, the basis 
for determination of the claims could 
be examined and agreed upon once 
and for all. 

The procedure presently followed 
of working through the prime con- 
tractors requires repetitive checking of 
the same data by a constant stream of 
auditors. If an overall procedure for 
verification of the basis of the claims, 
such as I suggest, were adopted, set- 
tlement for the claims could then be 
accomplished by rendering the claims 
under prime contracts direct to the 
Government agencies involved and 
by rendering Government auditor-ap- 
proved invoices for claims under sub- 
contracts and sub-subcontracts to the 
prime contractors who, if the claim 
was related to their prime contract, 
could accept the claim without respon- 
sibility for further verification. It would 
not be necessary for the prime con- 
tractors to delay rendering their claims 
for work done pending receipt of 
claims from subcontractors, nor in the 
event that the claim of the prime con- 
tractor had not been computed, would 
it be necessary to delay passing the 
claims of subcontractors on to the Gov- 
ernment for immediate payment. 


OVERALL VERIFICATION 


Many different methods of overall 
verification are now being suggested, 
all of which have some points to rec- 
ommend them and some points against 
them. The method I outlined above 
has the advantage of requiring the 
Government auditor to verify only the 
basic facts on which the claim is com- 
puted without any necessity for him 
to determine the legal rights of the 
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@ More and more... alert war-time executives are 
benefiting from the “fact-power” of Kardex Cost 
Analysis Controls. These simplified summary records 
provide management with highly important cost data, 
so vitally necessary under present-day conditions. 


And Kardex continues to supply countless war manu- 
facturers with graphic “fact-power” control of costs... 
helping them to deal successfully with contract re- 
negotiation proceedings .-. Or assuring accurate cost 
for adjustments on contract cancellations. There are 
other reasons why complete and efficient cost records 
are needed: They’re a “must” to present cost data 
under OPA Maximum Price Regulations, for accurately 
estimating new prime and sub-contracts, for comparing 
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efficiency under proposed “incentive” plans, and for 
setting standards in connection with effective post-war 
production plans. 


To provide management executives with latest devel- 
opments in cost accounting systems and procedures, 
Remington Rand has just prepared an elaborate new 
portfolio, “Cost Analysis for Profit Control.” It con- 
tains representative samples of twenty sets of visible 
Kardex forms, fully described; more than thirty addi- 
tional loose-leaf and machine posting systems; and 
eighty pages of analytical data on efficient systems 
used successfully by more than fifty concerns in a 
variety of operations. 


Write d Phone 


or Wire 


FOR THIS VALUABLE BOOK 
“COST ANALYSIS FOR PROFIT CONTROL” 


Witte 


This easily-read, easily understandable book is 
available for your study without obligation fora 
ten-day period. Write us at Buffalo, N.Y., or phone 
your local Remington Rand Systems Office. 














Sixth Midwestern Controllers’ 





Conference Is Big Success 


Scoring compulsory contract rene- 
gotiation as having “done more to 
upset conventional business habits 
than almost any other law on the 
statute books,” James R. Withrow, 
Jr., Partner of Donovan, Leisure, 
Newton and Lumbard, attorneys of 
New York City, told the Sixth Mid- 
western Controllers’ Conference in 
the Hotel Cleveland, Cleveland, on 
May 10 that amendment of the law 
to permit court review of the various 
tulings was an urgent need. 

Mr. Withrow was the first of four 
speakers on war contract problems at 
the Conference. Later that day the 
nearly four hundred delegates— 
members of The Institute and guests 
—heard three other speakers analyze 
the war contract termination policies 
that are now being followed as well 
as those that are developing. Papers 
on this subject were presented by 
Mr. George S. Dively, secretary- 
treasurer of the Harris-Seybold-Pot- 
ter Company of Cleveland; Mr. 
A. V. Murray, executive vice presi- 
dent of the Scaife Company, Oak- 
mont, Pennsylvania; and Lt. Col. 
John W. McEachren, Acting Chief 
of the Audit Procedure Section, War 
Department, Washington, D. C. 

In his discussion of contract re- 
negotiation, Mr. Withrow pointed 
out that although “the compulsory 
renegotiation of war contracts has 
been with us for just a year” and 
while “it is undoubtedly too early to 
pass final judgment on the renegoti- 
ation procedure, a number of things 
are now clear.” 


DEVELOPMENTS TO DATE 


“It requires a good deal of additional 
accounting. Unless the Price Adjustment 
Boards utilize the new amendment author- 
izing final payments, it places business 
men in the position of never knowing 
when their books are closed and when a 
“profit” actually is theirs. It forces men 
needed for war production to devote their 





time to checking over cost and profit fig- 
ures and to answering the questions of 
the Price Adjustment Boards. 

“More serious is the fact,” Mr. With- 
row said, “that these Boards seem to be 
using the percentage of profit to the gross 
volume of business as the most important 
yardstick. As a: result, they are in ef- 
fect reinstating the cost-plus-a-percentage- 
of-cost system of determining profits. This 
system was discredited in World War I, 
because it not only did not contain an in- 
centive to reduce costs, but the only in- 
centive present operated to increase costs 
as much as possible. 

“One distressing result of renegotiation 
is that it actually penalizes a company 
which has cooperated 100% by convert- 
ing to war work. Take, for example, the 
hypothetical case of two manufacturers 
making the same item. After the war 
starts, “A” converts to war work selling 
all his production to the government, 
while “B” takes over the commercial 
trade. “A” is subject to renegotiation, 
but “B” is not. Under these circum- 
stances, renegotiation would hardly be an 
incentive to increased war production. 

“Another criticism that could be lev- 
eled at this Act is that it provides no 
court review from the various Secretaries’ 
rulings. Some way of reviewing an abuse 
of discretion by a Secretary is more con- 
sonant with Anglo-American jurispru- 
dence and concept of fair play. Some way 
of restricting appeals to unusual cases 
could certainly be worked out. 

“While the War Department origi- 
nally put the emphasis on renegotiation of 
prices to recapture past profits, it has re- 
cently become interested in profits for 
prospective periods. Industry should wel- 
come this policy and can do much to aid 
in carrying it out. Early in January of 
this year the War Department became 
interested in what is known as “forward 
pricing.” This change in technique en- 
visions entering into contracts with large 
suppliers for a year’s production, basing 
the price for the first quarter of the year 
on current costs plus an agreed-upon mar- 
gin of profit, stipulating that the price 
should be revised, based upon the cost 
experience during the first quarter to ar- 
rive at a price in the second quarter, and 
so on for the third and fourth quarters. 
If an agreement on the new price is not 
arrived at, then the original contract price 
for the first quarter is to prevail, but the 
remaining quarters would be subject to 
renegotiation. 
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“The advantages of this contract are 
obvious. If these contracts are entered 
into fairly by Government and Business, 
they will eliminate much of the uncer. 
tainty and the troublesomeness of rene. 
gotiation, and they contain an incentive 
to reduce costs.” 


CONTRACT TERMINATION 


In the first of the three papers pre- 
sented on contract termination, Mr, 
Dively pointed to “the basic prob- 
lems which up to this time have 
caused the most difficulty in settling 
claims: a realistic determination of 
general overhead and profit when 
cancellation occurs before production 
has started; disposition of materials; 
a realistic consideration of new 
buildings and idle plant expense; 
and a lack of proper guidance.” 

A uniform cancellation clause for 
all divisions was advocated by Mr. 
Dively to “save manpower and pro- 
vide greater equality of settlement.” 

Uniform and specific procedures 
for contractors’ guidance in dispos- 
ing of materials and clearing claims, 
allowance of reasonable estimated 
profits on a pre-determined formula, 
separation of profit and price rene- 
gotiation from cancellation settle- 
ments, and provision for substantial 
advance payments as soon as pre- 
liminary estimates and audits can be 
made were also urged by Mr. Dively. 

Basing his observations on the ex- 
perience of his own firm in connec- 
tion with the cancellation or curtail- 
ment of two fixed-price contracts, 
Mr. Murray said that “our negoti- 
ations to date have indicated that 
each contract must stand on its own 
feet at the time of cancellation. The 
determination of cancellation charges 
not only involves what items of cost 
shall be included, but also the proper 
allocation of such costs to each con- 
tract. 

“In checking the cancellation 
charges submitted by subcontract- 
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ors,” Mr. Murray said, “we have 
found in a large number of cases—in 
addition to the general confusion re- 
garding allowable costs—that their 
records are inadequate to compile 
and substantiate their claims. This 
applies particularly to small subcon- 
tractors. Material, labor and tool- 
ing charges, as well as profit, must 
be estimated unless complete audits 
are made. There have been wide 
variances between the amount of 
claims as originally submitted and 
after checking. The risk of making 
partial settlements with subcontrac- 
tors which may be in excess of the 
amount finally approved rests with 
the contractor. Individually, these 
may be small, but in the aggregate 
they may be serious, particularly 
where no provision has been made 
for such charges in establishing the 
selling price or out of earnings.” 


MANUAL IN PREPARATION 


Lt. Col. John W. McEachren told 
the Conference that “considerable 
work has been done on the prepara- 
tion of a manual for use by all 
agencies of the War Department for 
the accounting examination and re- 
view of settlements proposed by 
contractors in connection with term- 
inations.” 

Pointing out that “while the 
standard termination article provides 
for a negotiated settlement,” Lt. Col. 
McEachren said that “it prescribes 
an accounting formula to be used for 
the determination of the settlement 
when the contracting officer and the 
contractor cannot agree through ne- 
gotiation. The advantages of a ne- 
gotiated settlement have been so ap- 
parent to contractors who have been 
concerned with such terminations to 
date, that it has been unnecessary to 
resort to the formula. The use of 
the formula settlement sets up a 
tigid accounting basis and requires a 
detailed audit similar to that neces- 
saty under cost-plus-a-fixed-fee con- 
tracts. 

_ “Although the contracting officer 
is not required to follow its provi- 
sions in a negotiated settlement, the 
formula furnishes him a general 
guide. The formula requires a seg- 
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regation of the contract costs to the 
date of termination between the 
completed portion of the contract 
and the uncompleted portion. In a 
great many instances, this computa- 
tion is a very difficult one and it is 
believed that a satisfactory account- 
ing guide to a negotiated fair settle- 
ment can be obtained in a simpler 
manner, giving results approximat- 
ing in accuracy those obtainable 
through the exact application of the 
formula. 

“This simpler method, outlined in 
the Ordnance Manual and which is 
limited to negotiated settlements, re- 
quires the computation of only the 
total cost of the contract to date of 
termination without the necessity of 
attempting to segregate such costs 
between the completed and uncom- 
pleted portions.” 


MANPOWER PROBLEMS 


At the Monday luncheon session 
Mr. T. S. Sadler, personnel manager, 
Cleveland Graphite Bronze Com- 
pany, reviewed the nation’s indus- 
trial manpower problem and empha- 
sized the important role that women 
are playing in the production of 
war goods. 

“New women workers are not 
needed throughout the country,” Mr. 
Sadler said, ‘‘at this time, but many 
are needed now, and will be needed 
in the war production centers. When 
the need arose, the call went out, 
and many, many women responded. 
Many could not be absorbed in the 
past year, and they were turned away 
by the employment departments. 
This was very discouraging to the 
women, and many decided that they 
would not again seek employment. 
I am sure they will change their 
minds when the need arises. In the 
meantime, this problem has been 
cleared to some extent, and canvas- 
sers of women workers now advise 
women that they may not be needed 
immediately, but that they should 
hold themselves in readiness when 
the call comes.” 

Another manpower source avail- 
able to War industry is the non-es- 
sential worker, Mr. Sadler said. 
“Campaigns were started quite some 
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time ago by the Government in an 
effort to induce these non-essential 
workers to give up their jobs and 
enter into the war plants. Many have 
done this, and many have made fi- 
nancial sacrifices. 

“I understand that recently the 
number of non-essential workers 
seeking employment in war plants 
has been reduced considerably. They 
are not responding to the call, and 
no doubt the Government will try 
to find ways and means of compel- 
ling them to give up their present 
non-essential work and join the mil- 
lions of war workers.” 


EXCESS PROFITS TAX RELIEF 


Controllers should be watchful, 
Mr. John R. Sanderlin, controller of 
the Brown-Forman Distillers Corp., 
Louisville, Kentucky, warned, against 
unfair advantages accruing to com- 
petitors through discriminatory use 
of the excess profits tax law. He 
urged them to appraise the excess tax 
burdens of competing companies. 

“If excessiveness and discrimina- 
tion appeard in your case, it is the 
controller’s duty to prepare and sup- 
port in convincing detail a case to be 
followed through to the highest 
court of review, so as to carry out 
the intent of Congress to avoid taxes 
which discriminate against your 
company.” 

A second paper on excess profits 
tax relief, prepared by John McCul- 
lough of the Detroit Office of Ly- 
brand, Ross Brothers and Montgom- 
ery, and read by Louis D. Kork of 
the same firm’s Cleveland Office, 
stressed the importance of the con- 
troller’s collaboration in the presen- 
tation of a tax case, and its ultimate 
prosecution before the courts, for 
‘Many a case has been won because 
the controller was able to recall cer- 
tain facts and to make a forceful 
presentation. This will be particu- 
larly true in cases involving Section 
7225. 


WARTIME DEPRECIATION 
Wartime depreciation was dis- 


cussed by Mr. F. W. Jackson, vice 
president, American Appraisal Com- 
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pany, Cleveland, who said that 
“while I have been told that com- 
panies are getting two or three times 
their normal depreciation deductions 
because of double or triple shifts, 
such large activity adjustments—so 
far as I have been able to determine 
—are merely claims. Based upon 
my experience, they will be disal- 
lowed in whole or in major part. 

“My discussions with representa- 
tives of the Bureau of Internal Rev- 
enue indicate a decided tendency to 
disregard activity as a factor of de- 
preciation, and I understand this is 
under instructions from Washington. 
Perhaps this is in line with other 
New Deal ideas for producing the 
maximum taxable income, and will 
require real effort to overcome. Their 
principal argument appears in the 
contention that substantially all prop- 
erty is retired by reason of inadequacy 
or obsolescence, rather than wear and 
tear, and that such increased depreci- 
ation as occurs because of increased 
activity is offset by the accompanying 
increase in maintenance and repair 
charges. I do not agree with either 
of these contentions, so far as the 
average industrial properties are con- 
cerned. 

“The existing instructions to rev- 
enue agents and engineers of the Bu- 
reau will make your claims for the 
consideration of plant activity as a 
depreciation factor very difficult. The 
most logical basis for adjusting de- 
preciation to give effect to plant ac- 
tivity is to establish a normal oper- 
ating basis, whether it be greater or 
less than single shift, and then to con- 
sider the effect of wear and tear and 
obsolescence, and adopt a basis for 
adjusting the normal depreciation to 
consider increased or decreased opera- 
tions from that normal.” 


RAISING CAPITAL TODAY 


C. C. Sigmier, vice president of the 
Cleveland Trust Company, warned 
against unsound methods of raising 
business capital. “There are some con- 
cerns in the country today which are 
using their tax reserve as a means of 
providing working capital financing,” 
he said. 

“Large gross profits result in the 
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creation of large income taxes and re- 
negotiation liabilities, which—not be- 
ing due until 15 months after the 
profit occurs—provide one means of 
obtaining funds for current oper- 
ations. This method may be all right 
as long as a profitable volume is main- 
tained but situations inevitably will 
develop where the taxes will become 
due before settlements are made on 
cancelled contracts.” 


POST-WAR CONSIDERATIONS 


At the dinner session which closed 
the successful Conference, Mr. T. C. 
McCobb, controller of the Standard 
Oil Company, (New Jersey) and 
president of The Controllers Institute 
of America, acted as toastmaster and 
prefaced the evening’s two talks with 
a stimulating analysis of ‘“The Con- 
troller’s Part in Post-War Planning.” 
Mr. McCobb’s paper is presented in 
its entirety in this issue of “The Con- 
troller.” 

Reemphasis of certain guiding 
“bench-marks” is in order, neverthe- 
less. Here are some of the things 
which Mr. McCobb said every con- 
troller must do in planning to meet 
post-war problems: 


1. Avoid inadequate charges against in- 
come for depreciation or amortization 
of properties with accelerated opera- 
tions. 

2. Make provision to cover repairs de- 
ferred because of war. 

3. Avoid insufficient provision for bad 
debt losses. 

4, Provide for adjustment of profits on 
government contracts subject to rene- 
gotiation. 

5. Provide for the possible replacement 
of depleted inventories at higher price 
levels. 

6. Guard against over-investment in plant 
facilities. 

7. Keep short-term financing under con- 
trol. 

8. Avoid unwise dividend distributions. 

9. Follow collections closely. Government 
accounts usually are in large amounts 
and remain unpaid for an abnormal 
length of time. 

10. Avoid indifference to mounting opera- 

tion expenses. During the war period 

the question of expense is likely to be 
subordinated to the task of production. 

There is a lamentable tendency in some 

quarters to be less careful about the 

expense of doing business because a 

large part of these costs will be passed 





on to the government in tax deductions, 
Obviously, business will be faced with 
the problem of overcoming such ex. 
pense momentum when wartime de. 
mands disappear and competition in. 
creases. 

11. Provide reserves for undetermined way 
losses. 

12. Provide for anticipated separation ql. 
lowances and similar personnel ex. 
penses after the war. 

13. Make adequate provision for reestab. 
lishing markets and redesigning prod. 
ucts to meet post-war competition. 

14. Establish close controls of purchases 
and inventories. 


PRESENT WORK OF CED 


Following Mr. McCobb, the story 
of the work of the recently organized 
Committee for Economic Develop. 
ment was presented by Mr. C. Scott 
Fletcher, Director of Field Develop- 
ment of the Committee, Washington, 
D. C., who declared that “the Com- 
mittee for Economic Development is 
fully aware of the importance of the 
legions of small business concerns. 

“The small business man provides 
millions with a livelihood, furnishes 
the seedbed for the entire system of a 
free competitive economy, and is, in 
fact, the very foundation of the 
American economic system. Every 
possible assistance will be rendered to 
them, not as a matter of charity or 
philanthropy but because they are es- 
sential to our country. If they go 
down, the country goes down with 
them, and we get the kind of conse- 
quences which we had a small sample 
of in the Thirties.” 


WAR AND INDUSTRY 


In the closing address of the Con- 
ference dinner, Mr. Ralph W. Carney, 
vice president, Coleman Lamp and 
Stove Co., Wichita, Kansas, told the 
delegates of the excellent job done by 
industry in meeting the challenge of 
war-inspired demands for more and 
more of the items and needs of our 
armed forces. 


N.O.M.A. Meets June 7-9 in Detroit 


The twenty-fourth annual conference 
of the National Office Management Asso- 
ciation will be held in the Book-Cadillac 
Hotel in Detroit for three days beginning 
June 7, with a full consideration sched- 
uled of office management problems in 
war time. 
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Mertens on THE 


LAW OF 
FEDERAL INCOME 
TAXATION 


By JACOB MERTENS, Jr. 


of the firm of Davies, Auerbach, Cornell & Hardy 
One Wall Street, New York City 


12 VOLUMES PRICE $120.00 


A complete restatement of the entire field of federal income 
taxation. 


—directing you instantly to the applicable provisions of 
the law and the interpretations and constructions which 
have been placed upon them both administratively and 
judicially. 

—presenting the quickest way of finding the law, and the 
only way of finding all the law weighed personally by an 
expert in this field as to relevancy and importance. 


—giving you that peace of mind that no other means of re- 
search will give—the certainty that you have not over- 
looked other decisions in point. 


It will be kept constantly to date by a monthly service, cumu- 
lated quarterly and pocket parts issued annually. 


Terms: 6% discount for cash or $10.00 cash and $10.00 per 
month. 
Descriptive Literature Sent on Request 


CALLAGHAN & COMPANY 
401 East Ohio Street Chicago, Illinois 
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Progress Reported in Simplification 
of Federal Questionnaires 


Substantial progress in planning the 
information-collecting activities of 
Federal agencies and in controlling 
and simplifying questionnaires during 
the first three months of 1943 was re- 
ported by the Advisory Committee on 
Government Questionnaires in a spe- 
cial Report, published late in April, to 
the business organizations cooperating 
in the committee’s activity. They in- 
clude, besides The Controllers Insti- 
tute of America, The American Retail 
Federation, American Trade Associa- 
tion Executives, Chamber of Commerce 
of the U. S., and the National Associa- 
tion of Manufacturers. Representing 
The Institute on the Committee are 
Mr. H. Parke Thornton, Vice Presi- 
dent and Controller, White Motor 
Co., Cleveland; and Mr. E. Chester 
Peet, Asst. Treasurer, Shell Oil Co., 
New York, who has also been named 
vice-chairman of the body. 

“This Advisory Committee was ap- 
pointed by leading business organiza- 
tions at the request of the Director of 
the Budget. The impact of these vari- 
ous cooperative efforts from both with- 
in and without the Government is 
beginning to show in substantial mag- 
nitude; its cumulative effect will go 
far to bring about a rational and satis- 
factory solution of the continuing prob- 
lem of government questionnaires,” 
the report points out in an appendix 
which covers a progress statement 
made to and at the request of Sen. 
James E. Murray, Chairman of the 
Senate Committee on Small Business. 


REVIEW OF REPORT FORMS 


Major emphasis in Budget Bureau 
operations under the Federal Reports 
Act of Dec. 24, 1942, necessarily has 
been given to the review of report 
forms. Only the most essential requests 
for information have been approved, 
and then only after painstaking in- 
quiry into the need for the information 
and the possibility of using informa- 
tion already available, the report says. 
“Individual questions on forms have 


been approved only when they would 
serve the central purpose of the in- 
quiry. All unnecessary refinements 
have been eliminated. In all cases an 
effort has been made to hold the num- 
ber of respondents to a minimum. 
Even in administrative programs, for 
which it has generally been assumed 
in the past that complete coverage was 
needed, it has been found possible to 
omit some groups of respondents al- 
together and to rely on estimates or on 
infrequent surveys for information in 
respect to them. In some cases action 
in connection with estimates of ap- 
propriations has been taken to unify 
the collection of data. These measures, 
and many others like them, have re- 
duced the existing reporting burden on 
the public and have prevented unwar- 
ranted increases in the burden. They 
have promoted the efficiency of the 
Federal services both in statistical and 
in administrative matters. 

“The following tabulation shows the 
number of forms approved and disap- 
proved by the Budget Bureau in the 
three months ending March 31, 1943: 

Repetitive Single- 
No. of Forms Total New Revised time 


Approved 1,210 385 560 265 
Disapproved 196 52. -110 34 


Total 1,406 437 670 299 





“Study of these figures will show 
that 14 per cent. of the forms sub- 
mitted to the Budget Bureau for re- 
view were disapproved. What is not 
shown is that of the forms approved, 
at least 25 per cent. were substantially 
modified before approval in order to 
effect their improvement and to reduce 
the reporting burden which they would 
impose. Of the 385 new repetitive 
forms approved, 88 were applications 
for benefits or authorizations, 142 were 
report forms to facilitate administra- 
tive war programs, 27 were record- 
keeping requirements contained in reg- 
ulations, and 81 were nonadministra- 
tive reports deemed to be necessary to 
the war effort. The remaining 47 re- 






ports dealt solely with the internal Op- 
erations of the Federal Government. 
The 52 new repetitive forms disap. 
proved included 2 application forms, 
22 administrative forms and record te. 
quirements and 28 nonadministrative 
and internal reports. 

“In interpreting the figures above, 
it should be recognized that the num. 
ber of report forms approved or in use 
does not necessarily measure the bur. 
den which they place upon the public. 
Forms vary in length and complexity. 
Some forms are sent to a small num- 
ber of concerns and others to many 
thousands. Several reporting programs 
have been greatly simplified by substi- 
tuting for a single omnibus form as 
many as six new forms, carefully 
adapted to particular groups of te. 
spondents and their records. .... 

“Forms are disapproved for any of a 
number of reasons. The information 
may already be available in other agen- 
cies; the collecting agency may not be 
organized to process the material when 
it is received; the plan may be so com- 
plex that it is impractical; or it may 
not be possible to demonstrate need 
for the information. ... . 

“In contrast to disapprovals, much 
of the constructive review work of the 
Bureau of the Budget falls in the cate- 
gory of ‘Approved with substantial 
modification.” Forms are modified for 
many different reasons. Examination 
of a form and of the administrative 
program of which it is a part has fre- 
quently revealed for the first time a 
basic conflict in objectives and in meth- 
ods of approach between this program 
and others. Such conflicts have been 
reconciled in many cases by temporarily 
withholding approval of necessary sup- 
porting forms. In other cases, close 
analysis of the form in relation to the 
program has demonstrated operating 
complexities which would defeat the 
whole purpose of the program. Forms 
have been held up until it was possible 
to visualize the consequences of their 
use. In such cases we have insisted that 
the next steps in the whole program be 
carefully planned before any commit- 
ment is made on the first step... - - 

“Disapprovals and drastic modifica- 
tions have not been limited to new pro- 
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Here’s a typical example of the 
way Mimeograph duplication is 
stepping up efficiency in small 
and moderate size plants 
throughout the country 


Think of the savings in man-hours and the 
boost to plant efficiency when twelve different 
paper work requirements are performed with 
a single writing. 

Thisis exactly what happened inonecompany 
recently when they turned to the single-writing 
method, with Mimeograph stencil duplication. 


On receipt of an order this company, from a 
single writing on a Mimeograph brand stencil 
sheet, produces these requirements: 

General file copy 

Production order 

Copy for picking up material cost 

Copy for picking up labor cost 

Invoice copies (number subject to variation) 

Acknowledgment of customer’s order 





Record of order for salesmen 

Shipping orders (may be several) 

Delivery receipt 

Packing slip (may be several) 

Bill of lading (usually three copies) 

Shipping labels (various quantities) 

In addition to the timesaving feature of this 
single-writing system, this company was fur- 
ther sold by these unique advantages provided 
by Mimeograph duplication: 

Copies are produced at speeds up to one hun- 
dred and fifty a minute... Copiesare clear, crisp, 
black on white—highly readable . . . Copies 
stay permanently legible, > a 
nonsmudging, in spite of 
the roughest handling. 











What is your paper work problem? 


Find out now how Mimeograph duplication can speed production 
and cut costs in your plant by reducing paper work routine to 
its simplest form. Just address A. B. Dick Company, Chicago. 


4 Mimeograph duplicator 


MIMEOGRAPH is the trade-mark of A. B. Dick Company, Chicago, registered in the U. S. Patent Office. 


The standard of speed and legibility in the one-writing system 
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posals to collect information. Repeti- 
tive forms, used by Federal agencies 
for many years, are called up automati- 
cally for reinvestigation at various in- 
tervals and are reviewed in the same 
exacting way as if they were new pro- 
posals. Experience gained by an 
agency in the use of a form frequently 
contributes to its improvement and 
simplification. In addition, the fact 
that any Federal form is now regarded 
as subject to disapproval or change at 
any time simplifies the problem of co- 
ordination because changes in related 
or duplicating forms can be synchro- 
nized with new requirements for in- 
formation or the disappearance of old 
ones. Likewise review of all forms in 
a given field for a given group of re- 
spondents at the same time enhances 
the possibility of intelligent and eco- 
nomical planning of statistical pro- 
gtams and permits rapid progress to- 
wards centralization of responsibilities 
for the collection of information. 


PROGRAM PLANNING AND 
SINGLE COLLECTING AGENCIES 


“The Federal Reports Act contem- 
plates the organization of a system of 
‘single’ collecting agencies each of 
which would be responsible for ob- 
taining all information needed by the 
Government in particular subject mat- 
ter fields and for particular classes or 
groups of respondents. Such a form of 
organization presupposes agreements 
among agencies on the programs of 
information to be obtained. Thus, pro- 
gram planning and the designation of 
‘single’ collecting agencies are insep- 
arably related. They are also related to 
the review of statistical plans and report 
forms in the sense that they represent 
what may be called ‘advance review.’ 

“The central development of plans 
for gathering information within an 
area in which several Federal agencies 
are interested almost automatically pre- 
vents the appearance of overlapping 
and uncoordinated data requests, since 
new reporting proposals may be 
matched against programs already es- 
tablished. The Bureau of the Budget 
has been vigorous in initiating and 
stimulating joint planning among 
agencies interested in a particular field. 
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In some instances it has withheld its 
approval of the collection of badly 
needed information until full plans for 
a coordinated activity could be made. 
This process is sometimes slow and 
occasionally complicated by difficulties 
that seem insuperable from the stand- 
point of workable and realistic arrange- 
ments for the agencies concerned. 
Nevertheless, work has progressed in 
a number of areas toward the eventual 
establishment of coordinated programs 
serviced by single collecting agencies. 

“In the manpower and labor statis- 
tics area, a detailed analysis has been 
prepared of 14 important projects re- 
lated to the collection of information 
by various Federal agencies. This 
analysis provides a complete and ac- 
curate picture of the needs for in- 
formation, reveals the extent of exist- 
ing duplication, and points to logical 
distributions of responsibilities for the 
collection of data. Pending the effec- 
tuation of a general pattern of organi- 
zation in this area, active negotiations 
are proceeding with respect to the im- 
mediate solution of several of the more 
critical problems. 

“In the general field of industrial 
statistics a work program involving 
some 40 problems is being prepared, 
while a somewhat less extensive list is 
in preparation within the field of so- 
cial statistics. In both areas certain 
problems have pressed for immediate 
attention, and successful solutions are 
being worked out within the limits of 
available time and staff. 


DEVELOPMENT OF SPECIAL 
TECHNIQUES AND STANDARDS 


‘In addition to its review of forms 
and its program-planning activities, the 
Bureau of the Budget is seeking to de- 
velop various special techniques and 
coordinating facilities to implement the 
purposes and policies of the Federal 
Reports Act. Many of these are already 
in operation and have been important 
contributing factors in the reductions 
of reporting burdens which have been 
mentioned above. Others are still in a 
developmental stage... . . 

“Every type of activity carried on 
by the Bureau in this field—review of 
forms, program planning, development 








of standards, and the many informal 
services and activities of individual 
members of the staff—contributes tan. 
gibly or intangibly to the objectives of 
the Federal Reports Act. The very ex- 
istence of a central statistical coordj- 
nating agency, apart from the particu- 
lar day-to-day operations in which it 
engages, is an important factor in in- 
creasing the effectiveness and coordi- 
nation of Federal statistical services, 
Out of this complex of factors there 
has emerged a sum total of substantial 
and tangible results which have had 
and will continue to have an increas- 
ing impact on the problems which led 
to the adoption of the Federal Re- 
ports Act. Many of these results are 
not reflected quantitatively in any enu- 
meration of forms reviewed, disap- 
proved, or modified and cannot be 
described in terms of specific actions 
affecting the data-collection programs 
of particular agencies. Their effects, 
however, are cumulative and progres- 
sive, and will become increasingly evi- 
dent as the growing requirements of 
our national government for informa- 
tion necessary to the conduct of the 
war and the post-war period become 
formulated in  data-collection _ pro- 
grams.” 








Position Wanted | 








Executive Accountant 

Seeks permanent position, assistant to 
over-burdened controller or treasurer of 
large corporation; 15 years comprehensive, 
practical background of public accountancy 
and corporation executive accounting; sys- 
tems, taxes, budgets, finance; have acquired 
thorough knowledge of problems natural to 
business conducted on national scale. 

Will prove invaluable aid and more than 
earn salary through application of unusual 
capacities for work and exceptional talents 
in determining and eliminating unnecessary 
costs and savings in taxes—particularly ex- 
cess profits taxes. Highest references, bank- 
ing, business, professional sources; avail- 
able immediately. Address Box Number 
340 THE CONTROLLER. 


Manual on Personnel Management 


A new manual on personnel records 
and procedures, just published by Rem- 
ington Rand Inc., and entitled “Personnel 
Administration,’ is available without 
charge from the Systems Division of the 
company at Buffalo, New York. Cover- 
ing every record keeping phase of person- 
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nel management, in theory and in actual 
illustration, the information is based on 
“proved in practice” facts derived from 
records, reports, textbooks and the ex- 
perience of the company’s systems and 
methods engineers. 


PERSONAL NOTES 


Robert G. Bloom has been made control- 
ler of the Lukens Steel Company, Coates- 
ville, Pennsylvania, to succeed William J. 
Bassett. Mr. Bloom is a member of The 
Institute (Philadelphia Control). 


F. J. Fell, Jr., vice president and con- 
troller of the Pennsylvania Railroad, has 
been appointed vice president in charge 
of accounting and valuation; Elmer Hart 
is made general auditor; and H. J. Ward 
is appointed assistant controller. All of 
these men are members of The Control- 
lers Institute of America. 


Christian E. Jarchow has been elected 
a vice president of The International 
Harvester Company: He has been con- 
troller of the company since April, 1936 
and will continue with the title of vice 
president and controller. He holds cer- 
tificate of membership Number 568 hav- 
ing joined The Controllers Institute of 
America on November 26, 1935. 


Walter P. Marshall, vice president and 
controller of Postal Telegraph, Inc., has 
been elected executive vice president of 
the company. He was elected controller 
in 1939 and late last year was elected a 
vice president. He became a member of 
The Controllers Institute of America on 
November 20, 1939 and holds Certificate 
Number 1525. 


Robert E. McDavid assumed his new 
duties on May 17, 1943, as assistant con- 
troller of The Magnavox Company, Fort 
Wayne, Indiana. He became a member of 
The Controllers Institute of America in Oc- 
tober, 1941. 


Edwin E. Salt, controller and director 
for the past fifteen years of Art Metal 
Works, Inc., Newark, New Jersey, was 
retired early in May on pension. The 
company and its subsidiaries are makers 
of the famous Ronson Lighter. He has 
no definite plans for the future but his 
friends know that he is not going to re- 
linquish all his many activities in civic 
affairs and associations. Mr. Salt became 
a member of The Controllers Institute on 
September 12, 1935 and holds member- 
ship certificate Number 545. 


A. A. Shifty, a member of The Control- 
lers Institute of America, has become af- 
filiated with the Lake Shore Tire and 
Rubber Company, Des Moines, Iowa, as 
secretary and comptroller. Mr. Shifty 
was formerly assistant secretary and as- 
sistant comptroller of United Wall Paper 
Factories, Inc., Chicago. He became a 
en of The Institute on August 28, 
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Today’s Transfer Storage File 





EASILY ASSEMBLED 


Stocked flat until ready for 
use. Saves Space. Quick, per- 
manent assembly without the 
use of tools or fasteners. 


PATENTED DRAWER 
PULL 


Drawer pull will not loosen nor 
pull thru the face of the drawer 
even under hardest usage. 
Hangs flat. 


Og 


POSITIVE STACKING 


Special interlocks securely seat 
sections together for stacking. 
Sections are locked both vertical- 
ly and horizontally. No special 
tools or fasteners required. 


5, DIEBOLD 


SAFETSTAK meets the wartime necessity for a 
convenient, durable storage file. Made in legal, 
letter, invoice, check and tabulating card sizes. 
An efficient, accessible file for active or 
inactive records. 


STURDY CONSTRUCTION 


SAFETSTAK is made from a new, hard-surfaced, 
exceptionally strong Kraft board. Sections lock 
together securely without use of tools. or glue. 
Drawers are triple thick front and back. Shells 
double thick at corners. Not affected by heat or 
moisture. Green lacquered to match steel files 
and office furniture. 


EASY DRAWER OPERATION 


Built to stack securely, drawers slide in and out 
without binding, even when heavily loaded and 
highly stacked. A wax coating and “rails” which 
carry the entire weight of drawers comp‘ete the 
assurance of smoothly sliding drawers. 


AVAILABLE NOW 


SAFETSTAK is ready for immediate delivery. Ask 
your dealer or write to our Methods Division. 


DIEBOLD SAFE & LOCK COMPANY 
CANTON, OHIO 


Complete service of locks 
and vaults by Diebold’'s 


factory trained men. 
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MURRAY ON TERMINATION 
(Continued from page 257) 











a large number of cases, in addition 
to the general confusion regarding 
allowable costs, their records are in- 
adequate to compile and substantiate 
their claims. This applies particu- 
larly to small sub-contractors. In many 
instances no attempt has been made to 
allocate material and labor and _tool- 
ing charges or profit to individual 
orders and these items must be esti- 
mated unless complete audits are made. 

We have about 100 odd subcon- 
tractors in connection with one of these 
contracts and it presents quite a prob- 
lem. There is considerable risk in mak- 
ing partial settlements with subcontrac- 
tors—we have found wide variances 
between the amount of claim as orig- 
inally submitted and after they have 
been checked. We have found charges 
duplicated, particularly in instances 
where one subcontractor has been serv- 
ing more than one prime contractor 
for the same item. 

The risk of making partial settle- 
ments with subcontractors which may 
be in excess of the amount finally ap- 
proved, rests with the contractor. In- 
dividually these may be small but in 
the aggregate they may be serious, 
particularly where no provision has 
been made for such charges in estab- 
lishing the selling price or out of 
earnings. 

Another problem concerns the 
treatment to be given to the finished 
parts in stock for the second contract 
which was partially canceled and for 
which production rate was reduced. 
Improvements in the process have 
been made causing a considerable 
quantity to become obsolete or re- 
quire extensive reprocessing. This 
change in process is not the result of 
a change in government specifica- 
tions. Had the contract continued as 
originally scheduled, the necessary 
changes could have been currently 
made by the subcontractors at a mini- 
mum of expense, which would not 
have materially affected the cost. The 
cost of reprocessing or replacing this 
material exceeds the savings resulting 
from the improved process and the 
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contracting officer has refused to allow 
this excess expense in computing the 
increased selling price by reason of 
the reduced quantity. In this particular 
instance, there are some 150,000 parts 
involved, and the cost runs somewhere 
around 70 cents apiece. The contract- 
ing officer contends the curtailment had 
nothing to do with the change in proc- 
ess. We contend otherwise. 


MAINTAINING STAFF 


In connection with the same con- 
tract, we, along with six other con- 
tractors, were told to maintain our 
staff, to be ready to swing into full 
production at a short notice. We were 
all together at the meeting and we 
agreed on the procedure to be fol- 
lowed and the items to be included in 
the standby charges. We were to com- 
pute and submit them monthly. At the 
end of the first month, with contractors 
in several widely scattered areas, the 
differences in the charges submitted 
were quite startling, mostly because 
differences in the labor market. It was 
necessaty for the one contractor to 
provide 60 hours work per week to 
hold his force. The audit section took 
exception to the higher charges, ours 
among them, and it has been necessary 
for us to settle for a lower amount. 
We had the choice of so doing or 
carrying a questionable receivable for 
an indefinite period. 

Now another problem is the han- 
dling of costs in connection with stor- 
ing and handling excess material. The 
cost of preserving and protecting it 
cannot always be anticipated. If, as in 
our case, the contracting officer does 
buy it, he will expect us to deliver good 
material when it is time to be used 
or when the contract is terminated. If 
it is impaired in some manner, who 
is going to stand the cost? Certainly 
adequate reserves should be provided. 

Another thing that has occurred to 
me is what effect this is going to have 
on renegotiation. Renegotiation is usu- 
ally on an annual basis. Price adjust- 
ment officers have not been inclined to 
allow reserves for such contingencies. 
At the rate things are going now there 
are going to be a number of claims at 
the end of the fiscal year that haven't 





been settled. Reserves which may be 
provided for possible losses from these 
claims should be recognized and given 
consideration by Price Adjustment 
Boards in making their decisions. 

It is quite possible many of the 
things which are now giving us con- 
cern will be eliminated when and if 
larger production is resumed. Many of 
them, however, will be in evidence at 
the time all war contracts are termi- 
nated. The experience gained will be 
invaluable at that time in facilitating 
and expediting settlement of claims. 

I might add, in connection with this 
determination of allowable costs and 
other items, that controllers are pretty 
much cooperating with government of- 
ficials to get a working basis and to 
avoid the confusion which each indi- 
vidual has when faced with a particular 
problem. 

The experience gained will be in- 
valuable at that time in facilitating and 
expediting settlement of claims. With 
high tax rates, the whittling of profits 
to a minimum through renegotiation, 
no company wants and few can afford 
to have a large part of its working 
capital composed of claims which may 
have to be compromised at less than 
100 per cent on the dollar. Controllers 
will in the main be responsible for rec- 
ognizing, properly recording and sub- 
stantiating these items of cost if losses 
are to be avoided when claims are set- 
tled and the settlement of claims is 
to be expedited. 





PEACOCK ON TERMINATION 
(Continued from page 276) 











subcontractor against the prime con- 
tractor. The prime contractor is limited 
in his responsibility to determination 
of the right of the subcontractor, to 
file claim for cancellation. One objec- 
tion to this procedure, of course, is the 
fact that some prime contractors might 
become insolvent before the subcon- 
tractor received his money. I am afraid 
that no matter what overall method is 
eventually adopted (as undoubtedly an 
overall method must be adopted), there 
are bound to be some objections to it. 
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CONTRACT CANCELLATION 
PROCEDURES 


(Continued from page 251) 











appreciate the need for, and accept as 
good soldiers, any justifiable cancella- 
tions which come our way. On the 
other hand, I strongly feel that a con- 
structively broader viewpoint should 
be taken on the matter of clearing and 
expediting the settlement of cancella- 
tion claims. I know that practically all 
of the Government officials with 
whom we have come in contact on this 
subject feel the same way and they 
ate spending considerable time and 
thought on the matter. It is, however, 
a problem on which businessmen in 
general, and Controllers in particular, 
must fully cooperate and work with 
our Government officials in arriving at 
a solution. 

My comments ate intended as a step 
in this direction and with the addi- 
tional experiences which I understand 
Mr. Arch V. Murray, Executive Vice- 
President of the Wm. B. Schaife & 
Sons Company of Oakmont, Pennsyl- 
vania, will review for us and a proced- 
ure program which Colonel J. W. 
McEachren, Acting Chief of the Audit 
Procedure Section, War Department, 
Washington, D. C., will subsequently 
outline, it is hoped that constructive 
progress will be made towards the de- 
velopment of a solution to this prob- 
lem. Also, that you will all put your 
shoulders behind the wheel in aiding 
this progress so that when “V” day 
finally comes we can truly feel that we 
have developed a thoroughly practical 
and streamlined procedure for the 
speedy clearance of claims. If this is 
done, immense quantities of working 
capital will be released and we can 
direct our efforts to reconversion and 
full employment without a heavy mill- 
stone around our necks and without 
the necessity for some kind of double 
financing. 


“WARTIME RATIONING AND CON- 
SUMPTION,” published by the Economic 
Intelligence Service, League of Nations. 
Columbia University Press. $1. Outlines 
the impact of war controls and rationing 
on consumption and standards of living 
in countries other than the United States. 
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McBee Keysort, world’s 
fastest card system, 
speeds preparation of 


the increasing number 

of statistical reports 

~ which government 

regulatory requirements make 

necessary, while its coding method 

makes it possible to meet new report 
demands instantly. 


Keysort handles a million cards a 
day or a thousand, with your regular 
clerks and operators, and without 
costly machinery or equipment. Ask 
the McBee representative. 


THE MS¢BEE COMPANY 
General Offices: Athens, Ohio 
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SO WUCH 


FOR 


SO LEPELE 


PAPERS made from 100% 
new, white cotton cuttings 
save critical war materials. 
Yet the finest L. L. Brown 
bond*, 
papers, adds only 2% to let- 


instead of ordinary 


ter costs. But it makes your 
correspondence 100% in 
character, prestige, impres- 
siveness. Ask your printer 
for samples of the following: 


LLBROWN 


BOND PAPERS 


* ADVANCE BOND 
New White Linen & Cotton Fibres 
*L. L. BROWN’S LINEN 


New White & Cotton Fibres 


FORWARD BOND 
1 New Cotton Fibre 


S 


GREYLOCK BOND 


New Cotton Fibres 


ESCORT BOND 


50% New Cotton Fibres 
* Permanent Papers 


L. L. BROWN PAPER CO. 
ADAMS, MASS. 
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THE INSTITUTE IS A 
“VITAL NEED” 


T. C. McCoss 
President, The Institute 


The need for an association of members 
engaged in this branch of industry is 
more vital now than it ever has been. I 
am certain that the number of years upon 
which The Institute has built its founda- 
tion stands it and its members in good 
stead during these severe times. 

I have been able to attend a couple of 
the meetings of the Chicago Control re- 
cently and find many friends and acquaint- 
ances who are already members. This has 
helped to make me feel at home and to 
want to express my opinion of the fine 
fellowship and cordiality that is extended 
to a new member. It is evidently typical 
of the spirit throughout the entire Insti- 
tute. 

T. P. FLEMING 
Davidson Manufacturing Corp. 
Chicago 


CONGRATULATES CLEVELAND 
CONTROL 


ARTHUR R. TUCKER 
Managing Director 
Let me congratulate the Cleveland Con- 
trol and yourself for the preparation of 
an intensely interesting and instructive 
program. The Detroit Control attend- 
ance of better than 50% bears out the 
contention that good attendance is possi- 
ble at meetings of this kind even under 
present trying conditions if the program 
provides matters of current interest. 
GEORGE W. SCHWARZ 
President, Detroit Control; 
Wyandotte Chemicals Corp. 
Wyandotte, Michigan 


“MEETINGS VERY INTERESTING” 


ARTHUR R. TUCKER 
Managing Director 
f have just returned from the Cleveland 
Conference. I found the meetings on 
Monday very interesting and will look 
forward to getting copies of the addresses 
at an early date. 
H. W. LILLENGREN 
Bliss & Laughlin, Inc. 
Harvey, Illinois 


“MARK OF SUBSTANTIAL PROGRESS" 
ARTHUR R. TUCKER 
Managing Director 

As I expressed myself at the meeting, 
and to you several days later in New 
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York, it seems appropriate to record my 
reaction to the recent Midwestern Con- 
ference at Cleveland as one that may well 
be recalled as a mark of substantial prog- 
ress for The Institute. The sessions were 
packed full of information on a group 
of timely subjects, and the attendance it- 
self testifies to the importance of the Con- 
troller’s job in these days of national 
emergency. The officers of the Midwest- 
ern Controls and the Committee in charge 
of arrangements are to be congratulated 
on their accomplishment. 


H. C. PErry 
Heywood Wakefield Company 
Gardner, Mass. 


“PLEASED WITH CONFERENCE” 
ARTHUR R. TUCKER 
Managing Director 
Everyone that I talked to was very 
much pleased with the Conference, and | 
think you and the Cleveland Control 
should be congratulated on the excellent 
program, the attendance, and the general 
arrangements. 
J. R. SANDERLIN 
Brown-Forman Distillers, Corp. 
Louisville 


“TALKS WERE INFORMATIVE” 
ARTHUR R. TUCKER 
Managing Director 

It was a pleasure to have met you in 
Cleveland, and I wish to take this op- 
portunity to thank you for the splendid 
Conference we had in that city. 

The papers and talks were quite in- 
formative and I feel certain that we shall 
all benefit. 

I hope that I may be able to attend fu- 
ture Conferences or like meetings. 


P. E. ROPER 
The Landers Corporation 
Toledo 


COMPLIMENTS ON EDITORIAL 


ARTHUR R. TUCKER 
Managing Director 

May I compliment the editor of “The 
Controller” for publishing in the Edi- 
torial Comment the much discussed ques- 
tion “Comptroller” or “Controller.” Cop- 
ies of this editorial, I believe, should be 
forwarded to the leading corporation law- 
yers and publishers in this country. I, for 
one, have had many arguments in the past 
regarding this title. Mr. Dunn is to be 
commended for his interest in delving 
into this question. 


W. L. CLARK 
Buffalo Electric Co. Inc. 
Buffalo 
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PHILADELPHIA CONFERENCE 
“AN OUTSTANDING SUCCESS” 


ArTtHuR R. TUCKER 
Managing Director 

| have written to Mr. Schultz, the 
Chairman of the Conference Committee, 
congratulating the Philadelphia Control 
and expressing my personal appreciation 
of their efforts in making the recent 
Spring Conference of the Controllers In- 
stitute an outstanding success. To this I 
would add that the usual good work of 
the head office personnel was not a small 
contributory factor. 

The consensus, as generally expressed 
“at the end of a perfect day,’ was that 
the entire program was well planned and 
carried out, the subjects discussed being 
of vital immediate importance to us all. 
The speakers at the business meetings and 
at the luncheon and dinner were well 
chosen and capably handled their assign- 
ments. 

The large attendance, under present dif- 
ficult conditions, was evidence of the spe- 
cial interest in this type of program, and 
the Boston Control, with nineteen mem- 
bers attending, was glad to have par- 
ticipated in the proceedings. 

Not only did we derive benefit from 
the business meetings, but also enjoyed 
much needed relaxation through the ar- 
rangements of those who were responsi- 
ble for the social part of the Conference. 

This is one more event which empha- 
sizes the ever-increasing value of the Con- 
trollers Institute to its members and the 
corporations they represent. 

C. ELtis SPENCER 


Crompton & Knowles Loom Works 
Worcester 


EASTERN CONFERENCE WAS 
“ONE OF THE FINEST” 


ARTHUR R. TUCKER 
Managing Director 

After returning from the Spring Con- 
ference at Philadelphia I felt that it was 
certainly in order to express to you my 
appreciation of the very fine manner in 
which the one day session was run off. 

The subjects were of extreme impor- 
tance and I doubt if any member who at- 
tended had any spare time. With the 
ctowded schedule and the importance of 
all the meetings this was unquestionably 
one of the finest and instructive confer- 
ences that has been held by The Control- 
lets Institute. Despite the necessary al- 
lotment of time and the large attendance 
the handling of the time schedule was 
adhered to marvelously well and certainly 
everything was well under control. 


L. W. FieELp 
Willcox & Gibbs Sewing 
Machine Co. 
New York 





































His call today may 
prevent a delay in 


her work tomorrow 


An ounce of prevention is still worth a pound 
of cure—especially these days when time and 
manpower are at a premium. A phone call 
will bring a Burroughs service man when 


you need him, but it’s far wiser to arrange 
with Burroughs for periodic inspection, 
lubrication and adjustment of your Burroughs 
machines, so that emergencies, and the 
x o delays they entail, may be prevented. The 
Burroughs service man is the best answer to 
MANUFACTURING ; ee 
FOR WAR the ever-mounting problem: “How can I get 
the most out of my present machines, and 
Manufacture of sircraf make them last for the duration?” He is 
equipment for the Army : 
Air Forces, and the manu- factory trained and factory controlled, and 
facture of Burroughs k 1 ith ° B h 
etek: nd aueneaan makes replacements with genuine Burroughs 
equipment for the Army, parts. His work is guaranteed by Burroughs. 
For full details, call the local Burroughs office. 





Navy, U. S. Government 
and the nation’s many 
war activities, are the 
vitally important tasks 
assigned to Burroughs 
in the Victory Program. J 


BUY YOUR SUPPLIES FROM BURROUGHS— 
Users of all types of office machines find that Burroughs 
ribbons, carbon paper, roll paper and other supplies 
cost no more—assure better, more uniform results. 


BURROUGHS ADDING MACHINE COMPANY 
V DETROIT, MICHIGAN 


Burrous 


_ ADDING, CALCULATING, ACCOUNTING, STATISTICA 
& i? soot - so ad a oe. 
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“WORLD MINERALS AND 
WORLD PEACE” 


By C. K. Leith, ]. W. Furness and 
Cleona Lewis. 246 pages. $2.50. Pub- 
lished by The Brookings Institution. 


This book is the joint product of spe- 
cialists in the fields of mineral resources 
and economics; Dr. C. K. Leith, distin- 
guished geologist of the University of 
Wisconsin, whose interest in the relation 
of minerals to the prevention of war dates 
from World War I; J. W. Furness, form- 
erly Chief of the Economics and Statistics 
Branch of the Bureau of Mines; and Dr. 
Cleona Lewis who is the author of sev- 
eral volumes in the field of international 
economic relations. 

The authors’ purpose is to present a 
factual study of trends in the mineral 
field—physical, economic and _political— 
and in light of these trends to analyze the 
possibilities of controlling minerals to 
prevent preparation for war. 

The study has been divided into three 
parts. Part I covers the physical and 
commercial trends, Part II recent trends 
in political and economic control, and 
Part III the future. 

The first division sets forth the essen- 
tial factors with reference to world min- 
eral production. It sketches. the growth 
of mineral output in the world as a whole 


REVIEWS of Recent Business Publications 


and presents the salient features of the 
world mineral picture of the present. 

The second division reviews the na- 
tional policies affecting the freedom of 
movement of minerals that have been de- 
veloped in the interest of self-sufficiency 
and discusses the various commercial and 
political measures that have been tried, 
such as world monopolies, cartels, import 
and export tariffs and trade arrangements 
of one kind or another. 

The third division analyzes the concept 
of equality of access to raw materials 
against the background of the material 
presented in the first two divisions and 
explores the implications of the Atlantic 
Charter. It also discusses the writers’ con- 
clusions in the possibilities of mineral con- 
trol as a means of preventing war. 


Reviewed by GEorGE I. BRIGDEN. 


“OUTWORN BUSINESS IDOLS” by WV. 
H. Conant. Barron’s Publishing Company, 
Inc., New York, 1941. 125 pages. $1.50. 
Mr. Conant tilts the lance at some of the 
rituals of business procedure in a construc- 
tive fashion. Hackneyed phrases in business 
letters, useless conferences, too much high 
pressure salesmanship, and red tape are 
among the sacred cows attacked. Originally 
published serially in Barron’s, the financial 
weekly. 






“SURPLUS AND DIVIDENDs” 
By Henry Rand Hatfield. Published by 
the Harvard University Press, Cam- 
bridge, Massachusetts. 48 pages. $1, 


This concise publication represents the 
Dickinson Lectures for 1941-42, presented 
at the Harvard Graduate School of Business 
Administration by Professor Hatfield, Both 
historical backgrounds as well as current 
and possible future problems in connection 
with surplus and dividends are discussed. 
As to surplus, Professor Hatfield stresses 
the importance of maintaining distinction 
between capital and surplus, between earned 
surplus and capital surplus. Other points 
in his discussion declare that “premium on 
capital is surplus, not capital,” that “organ- 
ization expenses are logically to be capi- 
talized,” that “operating deficits should be 
charged to earned surplus, until that is ex- 
hausted,” then to capital surplus; and that 
“write-offs, when other surpluses are in- 
sufficient, may be charged to reduction sur- 
plus, subject to statutory regulations.” 

In concluding the section on dividends, 
Professor Hatfield quotes George O. May's 
statement: ‘The third possible basis seems 
to me to be a recognition of the economic 
fact that a dividend, whether paid in cash 
or stock, is not a real source of gain toa 
stockholder; the real source of gain to 
him is the earning of a profit by the corpo- 
ration in which he holds stock.” 

Reviewed by Paut Haase. 








¥% 


tangibles. 








1. The liquidation of excess or surplus plants, 
inventories, machinery, equipment and in- 


2. Determination of Realizable possibilities 
(current market values) for plants, ma- 
chinery and equipment. 


3. Sale or Liquidation (private or public 
auction) of Real or Personal property. 


(2\sser REALIZATION CO. 


A Frozen Asset is a Liability 


(21 EAST 40th St., NEW YORK,N.Y. } 


Services for Industry 


4. The sale of controlling interest or complete 
ownership of operating business. 


5. The acquisition of products, processes or 
operating business. 


G. Negotiation for capital requirements of 
established business. 


* 





HERBERT I. SEGAL — JAMES D. ORR 
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CONTRACT RENEGOTIATION 
(Continued from page 271) 











a completely current basis. For exam- 
ple, many corporations pay their 1942 
state franchise taxes out of 1943 profits, 
and yet their business may be skyrocket- 
ing in °42, and ’43 business may be 
down. For renegotiation purposes the 
42 taxes ought to appear as charges in 
1942. They will let you set up your ac- 
counting on that special basis. They will 
also allow that sort of deduction even 
though you don’t actually make it in 
running your business for other pur- 
poses. 

That same sort of adjustment should 
be done in practically everything you 
do, in handling your inventory, in 
handling your reserves for discontinu- 
ance, wages, or reserves for special 
bonus payments, and things of that 
type. In other words, get on a com- 
pletely current basis so when you rene- 
gotiate your ’42 profits every charge 
which arises out of ’42 business is down 
as a charge and the Board can see it. 


CONTRACT TERMINATIONS 


Of course, another reason for getting 
on a completely current basis is that 
there is this bugaboo, and it is a real 
one, of termination of war contracts. 
If you do see that you pay each year’s 
costs out of that year’s business, it per- 
haps will put you in a better position 
when the termination problem arises. 

In conclusion, I should like to em- 
phasize my conviction that renegotia- 
tion is here to stay. I do not think it is 
an effective or satisfactory control of 
the war profits. I think Canada has done 
a lot better job. I think careful procure- 
ment technics when we entered this 
war would have been a much more 
satisfactory way. I think there is a great 
deal of merit to telling a business man 
when he enters into a contract: ‘Here 
is the law. Here is our contract. What- 
ever you make out of this is going to be 
your profit,” instead of telling him: 
“Here is the contract; as for profit, we 
will discuss that any time up to three or 
four years from now.” 

I feel if we control profits by careful 
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procurement technics, then the tax law 
could take care of the rest and American 
business would not be subject to as 
much criticism as I feel it is going to be 
subject to after this war, even under the 
present statute. 

One trouble with renegotiation is 
that it doesn’t contain any definition, 
any working standard. In other words, 
it rests upon the men who administer 
it, and we all know how many mistakes 
may be made, how easy it is for a man 





291 


to oversell himself on the idea of what 
his job is, and it seems to me that all 
the pressures which exist in Washing- 
ton are pressures which will make men 
enforcing the renegotiation statute take 
as much profit as they possibly can. 

I feel that under those circumstances 
renegotiation can remove from the war 
picture the incentive for added produc- 
tion, which I think should exist, and 
which is necessary for the all-out war 
effort. 
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2,000TH MEMBER 
TO BE ELECTED TO THE INSTITUTE IN JUNE 


By ARTHUR R. TUCKER 
Managing Director 


ITH 1,987 members on its rolls, and 43 applications for membership awaiting action 
by the Admissions Committee, The Controllers Institute of America will elect its 
2,000th member on June 25, when the National Board of Directors has its monthly meeting. 
The 1,000 mark in membership was passed in April, 1938. The normal growth in mem- 
bership, under the high eligibility standards of the Institute, has averaged 200 a year during 
the last seven years. The 500 mark in membership was passed in January, 1936. 
When the 1,o00th member was elected, Mr. Henry C. Perry, who was then President of 
The Institute, said: 
“Reaching this point in membership will set a landmark of considerable im- 
portance in the history of the organization. It has taken approximately six and one 
half years of slow, steady, growth to bring The Institute to this point—mute testi- 
mony to the care with which members are chosen, and to the fidelity with which 
the organization adheres to its standards of eligibility. It is in truth a quality or- 
ganization. 
“To the vision of the original group of thirty men who founded The Institute, 
to the courage and enthusiasm of those who rallied quickly to the organization, and 
to the helpfulness and loyalty of controllers who later identified themselves with 
this body of technicians, are due the strength and prestige of The Institute of today. 
Their faith in the ideals on which The Institute was founded, and their belief in 
the technical and professional possibilities inherent in such an organization, have 
contributed greatly to its growth and accomplishments.” 


The distinction of being designated as member number 1,000 fell to Mr. John F. Kenna, 
of the Stein Hall Manufacturing Company, Chicago. He has worn his honors modestly. 

To some one in the group of applicants whose names will come before the Board of Di- 
rectors on June 25, will fall the honor of becoming the z,oooth member. The chronological 
order in which applications for membership were received will determine which applicant 
will become member number 2,000. It will be someone whose application already is in the 
national office. 

To the devoted, enthusiastic members who have been a part of The Institute for years— 
since its early days of struggle and small numbers—and even to those who have affiliated 
themselves with The Institute in the flush times of more recent years, the mere quoting of 
2,000 as the number of its members may not be sufficient to impress on them the strong po- 
sition which The Institute has earned for itself in business and governmental affairs as a 
body of technicians who today are ranked in the upper circles of business executives. 

It is by its works that The Institute is so well and favorably known. Its opportunities for 
service in the closing war year or years, and in the postwar reconstruction period, will be 
even greater than those since September, 1939. The controllership problems which lie ahead, 
as managements face drastic changes in policies and methods of doing business, will call for 
every bit of ingenuity, training and conscientious service controllers can give, and for even 
wider and more intensive service by their national organization. 



































The Controller, June, 1943 


Educational Program of The 
Institute Progresses 


Educational activities of The Con- 
trollers Institute of America are re- 
ceiving additional attention as the re- 
sult of recent activities of the Na- 
tional Committee on Education which 
is chairmanned by Mr. Henry C. Perry, 
treasurer of Heywood-Wakefield Com- 
pany of Gardner, Mass., and past pres- 
ident of The Institute. 

At the Sixth Midwestern Controllers 
Conference on May 10, in Cleveland, 
this committee held a special meeting 
with Mr. Perry presiding, and discussed 
the past progress and the current status 
of The Institute’s educational pro- 
gram, as well as outlining a program 
for future action on the part of both the 
local controls and their educational com- 
mittees and the national organization. 

Following that meeting, Mr. Perry 
sent out a special letter to all of the 
members of the National Committee 
on Education, the National Board of 
Directors, the National Advisory Coun- 
cil, past national presidents, chairmen 
of all national committees, and current 
presidents of local Controls. The letter 
follows: 


“At a meeting of the Committee on Edu- 
cation held at Cleveland during the recent 
Midwestern Conference, it was decided to 
call upon all local Controls for assistance 
in formulating a tangible program of edu- 
cation for collegiate use. 

“Up to this time, the cfforts of the na- 
tional committee have represented the fol- 
lowing activities: 

"1. Distribution of ‘The Controller’ and 
Year Book to collegiate schools of business. 

"2, Maintaining contact with the Com- 
mittee of American Collegiate Schools of 
Business, and the American Accounting As- 
Sociation. 

"3. Appointment, through the President 
of each Control, of a committee on educa- 
tion to contact and address college groups 
on the problems of controllership. 

"The above program is constructive and 
should be encouraged, particularly that part 
which has to do with the responsibility of 
our membership in addressing College 
roups on subjects relating to the control- 
ler’s duties. As a program, however, it lacks 
positive direction from a national viewpoint 
im meeting desired Institute objectives. 

“On many occasions the faculty mem- 
bers of various colleges have inquired about 


the scope of the controller's job in indus- 
try. Others have invited subject material 
for classroom use, while still others have 
suggested the presentation of text material 
for a complete course in controllership. 
There appears to be a considerable misun- 
derstanding as to what the controller’s job 
amounts to in actual business practice, and 
some confusion as to the distinction between 
the controller and other corporate officers. 

“Our first step must, therefore, represent 
education of collegiate faculties in the func- 
tions and techniques of controllership. Your 
committee believes, therefore, that the grad- 
ual development of a series of basic lec- 
tures for collegiate use might well repre- 
sent the next forward step in The Insti- 
tute’s. program of educational work. 

“In order to fortify a long range pro- 
gram of this scope, we should first agree 
upon a list of subjects that make up the 
pattern of the controller's job. Having such 
a list to work with, your National Com- 
mittee can then give direction to the task 
of implementing each subject with sufficient 
lecture material to ultimately constitute a 
course in controllership problems, and from 
which a complete text could logically develop. 
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“This activity is one that could well call 
upon the services of a sizeable segment of 
our membership, and in that sense bear the 
authoritative stamp of the national organi- 
zation. We will need the assistance of all 
Controls to obtain this objective. 

“If you now have a local committee on 
education, will you put your men to work 
laying out a list of subjects that in their 
opinion come within the controller's field? 
If you do not have such a committee, will 
you appoint one, and ask these men to do 
the same sort of a job for us? 

“When the list is complete, will you 
send it in to headquarters office in New 
York, so that we can go to work tabulating 
this subject material, decide upon the edu- 
cational structure which we want, and then 
assign, through these local committees, the 
sizeable job of lecture development. 

“We believe that this program has far 
reaching possibilities, and with your help 
will constitute a mark of substantial prog- 
ress for The Institute. 

“The entire program will be reviewed and 
further steps developed at an early meeting of 
the National Committee on Education, per- 
haps in conjunction with The Institute's An- 
nual Meeting in New York in September. 

“We will appreciate your early coopera- 
tion in this important program. 

Very truly yours, 
HENRY C. PERRY, Chairman, 
Committee on Education.” 
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TWIN CITIES 
Topic: WAR AND POSTWAR PROB- 
LEMS 
Mr. John A. Donaldson, Vice-Presi- 
dent in charge of the finance and control 
divisions of Butler Brothers, Chicago, 
and a Director of The Institute, spoke on 
present and postwar business problems at 
the regular monthly meeting of the Twin 
Cities Control which was held Tuesday 
evening, May 11, in the Minneapolis Ath- 
letic Club. 


BALTIMORE 
Topic: “PENSION, BONUS AND 
PROFIT SHARING TRUSTS” 


Mr. John D. Wright, attorney and tax 
authority, spoke on “Pension, Bonus and 
Profit Sharing Trusts’’ at the regular 
monthly meeting of the Baltimore Con- 
trol, held Wednesday evening, May 12, 
in the Lord Baltimore Hotel. A lengthy 
question period closed the interesting 
meeting. 


BOSTON 
ANNUAL MEETING 


The annual meeting and election of 
officers of the Boston Control was held 
at the Parker House on Wednesday, May 
26. The following slate of members was 
presented by the Nominating Committee, 
composed of Messrs. E. Stewart Freeman, 
Charles W. Tucker, and George E. 
Baskie, Chairman: 

President, Mr. Edwin E. McConnell; for 
Vice-Presidents, Mr. Wilfred L. Larkin, 
lst Vice-President; Mr. Thomas A. Dun- 
bar, 2nd Vice-President; for Secretary, Mr. 
Richard N. Rigby; for Treasurer, Mr. Paul 
S. Smith. 

Directors: Messrs. Charles A. Armitage, 
Maynard F. Carter, Stanley F. Chittick, 
George C. Claghorn, John S. Learoyd, Jr., 
Stuart D. MacLaren, Louis S. Sisto. 


BRIDGEPORT 


Topic: OPA REGULATIONS AND 
FORMS 


Office of Price Administration regula- 
tions, simplification procedures and forms 
were discussed at a round table meeting 
of the Bridgeport Control, held on Wed- 
nesday evening, May 5, in the University 
Club. Mr. Albert J. Wieland, treasurer 
of the Tilo Roofing Company, and di- 
rector of the Control, led the discussion, 
which followed a dinner. 
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CHATTANOOGA 
Topic: “EXCESS PROFITS TAX RE- 
LIEF PROVISIONS” 

Mr. Vance King, of Richmond Hosiery 
Mills, Rossville, Ga., discussed ‘Excess 
Profits Tax Relief Provisions’ at the reg- 
ular meeting of the Chattanooga Con- 
trol, held Friday evening, May 14, at the 
Southern Inn. The speaker also reported 
on the proceedings of the Midwestern 
Controllers’ Conference, held May 10 in 
Cleveland, which he attended. 


CHICAGO 
ANNUAL MEETING 

The annual business meeting and elec- 
tion of officers of the Chicago Control 
was held on Tuesday, May 25, in the 
Union League Club. The after-dinner 
speaker was Mr. Charles Milton New- 
comb, humorist, whose subject was “The 
Psychology of Laughter.” 

The new officers and directors of the 
Control are: 

President, Mr. Allen U. Hunt; Vice- 
President, Mr. A. D. Grote; Secretary, 
Mr. Charles C. Looney; Treasurer, Mr. 
Robert D. Campbell. 

Directors: Messrs. Robert P. Alexander, 
John R. Bartizal, J. H. Botkin, J. F. 
Brandt, E. A. Brion, Thomas P. Carley, 
Thomas H. Gillespie, L. H. Hammerstrom, 
Miles E. Lamphiear, Raymond A. Pascoe, 
Carl A. Samuelson, Earl G. Ward. 


CINCINNATI 
NOMINATIONS REPORTED 


Plans for the annual June outing of 
the Cincinnati Control were presented 
at the May 11 meeting in the Cincinnati 
Gas and Electric Company Cafeteria. In 
the absence of President Fred Allen, the 
meeting was presided over by Vice Presi- 
dent K. Y. Siddall. The nominating com- 
mittee report was presented by Mr. 
James Allen as follows: 

Officers: President, Mr. K. Y. Siddall; 
Vice-President, Mr. Ralph Miller; Secre- 
tary, Mr. Walter March; Treasurer, Mr. 
Maurice Lindquist. 

Directors: Messrs Fred Allen, R. C. 
Johnson, L. Kiehborth, R. Thornberry, 
William Ransom. 

Mr. Ralph Miller, Chairman of the 
Education Committee, reported on the 
Mid-West Conference of The Institute held 
at Cleveland. 


DAYTON 
Topic: “EXECUTIVE REPORTS” 


Mr. Arthur R. Tucker, managing di- 
rector of the Institute, discussed govern- 
mental relations and postwar planning at 
the regular monthly meeting of the Day- 
ton Control, on Tuesday evening, May 11, 
in the Van Cleve Hotel. After Mr. 


Tucker had spoken, Mr. E. W. Weston, 
president of the local group and secretary 
of the Weston Paper & Manufacturing 
Company, led a discussion of ‘Executive 
Reports.” 
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DETROIT 
Topic: DETROIT’S CIVIC AFFAIRS 


“What's Going on in the City Hall” 
was the subject of an address by Mr 
W. P. Lovett, executive secretary of the 
Citizens League, before the Detroit Con. 
trol at the regular monthly meeting on 
Tuesday evening, May 25, in the Hotel 
Statler. 


DISTRICT OF COLUMBIA 
Topic: THE 48-HOUR WEEK 


Brigadier General William C. Rose 
Chief of the Executive Services of the 
War Manpower Commission, spoke on 
“The 48-Hour Week and its Application 
to the District of Columbia Area” at the 
regular monthly meeting of the District 
of Columbia Control, on Tuesday eve- 
ning, May 25. 


HOUSTON 
MEETING IN LUFKIN 


Fifteen members and guests from 
Houston attended the luncheon on May 22 
at the Angelina Hotel in Lufkin, Texas, 
as guests of the Lufkin members. There 
was a total attendance of 25. Immedi- 
ately after the luncheon the business 
meeting was called to order by Mr. C. B. 
Edwards, vice-president. The only busi- 
ness to come before the meeting was the 
report of the nominating committee 
which presented the following list of 
nominations for officers and directors for 
the following year: 

President, Mr. W. W. Bland; Vice-Presi- 
dent, Mr. L. D. Tracht; Vice-President, 
Mr. C. B. Edwards; Secretary-Treasurer, 
Mr. U. D. Portex. 

Directors: Messrs. Gay Carroll, W. M. 
Padgett, J. H. Lollar, Jr., W. D. Winston, 
Jr., 8. G. Loy, B. B. Bromberg, John Brod- 
erick. 

The report of the nominating commit- 
tee was accepted by the members present 
and the meeting was adjourned to take 
part in the afternoon program at which 
Mr. C. B, Edwards presided. There was a 
total attendance of sixty at the afternoon 
meeting consisting of Houston members 
and guests and Lufkin members and rep- 
resentatives from Lufkin industries. Mr. 
W. W. Bland spoke a few words of 
greeting on the part of the Houston Con- 
trol. Mr. W. C. Trout of the Lufkin Ma- 
chine and Foundry Company introduced 
Mr. A. J. Branscom of the Anderson- 
Clayton Company. Mr. Branscom ex- 
plained some of the complexities of 
workmen’s compensation insurance in 
Texas and urged all those present to take 
part in a concerted effort being made to 
reduce compensation imsurance rates in 
the state of Texas. 

Mr. Edwards then introduced Mr. K. R. 
Daily of the Humble Oil & Refining 
Company who gave an interesting and in- 
formative review of the regulations with 
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MEETINGS OF CONTROLS 








reference to “Wage and Salary Stabil- 
ization.” After the meeting an industrial 
tour was made of the Lufkin Machine 
and Foundry Company plant. 

Members and their guests were enter- 
tained on Saturday evening and Sunday 
at the Pine Island Fishing and Hunting 
Club by the Lufkin members as a part of 
the annual meeting in Lufkin. 


INDIANAPOLIS 
Topic: WORK OF THE C.E.D. 
Mr. Joseph E. Cain of the P. R. Mal- 
lory Company, who is chairman of the 
Marion County Committee set up by the 
Committee on Economic Development, 
spoke on the work of that organization 
at the regular monthly meeting of the 
Indianapolis Control on Tuesday eve- 
ning, May 18, in the Indianapolis Ath- 
letic Club. 


KANSAS CITY 
Topic: TAX RELIEF PROVISIONS 


Mr. Henry W. Welsch, C.P.A., led a 
round table discussion on “Relief Pro- 


‘ visions of the Internal Revenue Code” at 


the regular monthly meeting of the Kan- 
sas City Control, held on Monday eve- 
ning, May 10, in the Kansas City Club. 
A lengthy discussion period followed 
Mr. Welsch’s talk. Mr. J. H. Schuler, 
chairman of the Nominating Committee, 
reported the following: slate of officers 
and directors of the Kansas City Control 
for the year 1943-44: 

President, Mr. Mayben P. Newby; 
Vice-President, Mr. William H. Low- 
rance; Treasurer, Mr. H. E. Malmfeldt; 
Secretary, Mr. James W. Flynn. 

Directors: Messrs. R. S. Coons, S. H. 
Kamp, F. W. Peake, J. A. Seck. These 
names will be voted upon at the June 
14th meeting. 


LOS ANGELES 


Topic: “PRODUCTION PLANNING 
AND CONTROL 


“Production Planning and Control’ 
was discussed at the regular meeting of 
the Los Angeles Control, which was held 
on Thursday evening, May 20, in the 
Clark Hotel. Twenty-six members and 
mine guests were present to hear Mr. 
C. H. Nazro, Vice-President of the Byron- 
Jackson Co., discuss the subject. 


LOUISVILLE 
ADDRESS BY BANKER 
Mr. E. S. Woosley, Vice-President’ of 
the Louisville Trust Company, was the 
guest speaker at the regular monthly 
meeting of the Louisville Control, held 
on Wednesday evening, May 26, in the 
Pendennis Club. 


MILWAUKEE 
Topic: PROFIT SHARING AND 


PENSION PLANS 


Mr. E. H. McDermott of the law firm 
of McDermott, Will & Emery, Chicago, 


spoke on “Profit Sharing and Pension 
Plans under War Restrictions and the 
1942 Revenue Act’ at the regular 
monthly meeting of the Milwaukee Con- 
trol on Tuesday, May 11, in the Uni- 
versity Club. 


NEW YORK CITY 
ANNUAL MEETING 


The annual election session of the New 
York City Control preceeded the dinner 
and. frolic scheduled on May 20 at the 
Hotel New Yorker. The. following of- 
ficers and directors of the Control were 
chosen for the 1943-44 term: 

President, Mr. Vincent C. Ross; Vice- 
President, Mr. Harry L. Camp; Vice- 
President, Mr. Marvin W. Kimbro; Treas- 
urer, Mr. Louis W. Jaeger; Secretary, Mr. 
G. T. Zignone. 

Directors: Messrs. Harry C. Gretz, 
Arthur C. Harragin, H. George Hinck, 
Charles B. Lunsford, Henry Z. Walck, 
Neville R. Ashcroft, M. J. Boedeker, 
Walter H. Kamp, Frank J. Meley, Herb- 
ert L. Simms, Mark A. Sunstrom, Wil- 
liam J. Wardell. 


PHILADELPHIA 


Topic: BRITISH AND U. S. SOCIAL 
SECURITY PROPOSALS 

Following the election of officers and 
directors for the coming year, the Phila- 
delphia Control on May 6 in the Ritz- 
Carlton Hotel, heard a detailed analysis 
of the Beveridge Plan and the Delano 
proposals in this country. 

The principal speaker was Mr. M. A. 
Linton, President of the Provident Mu- 
tual Life Insurance Company of Phila- 
delphia. Just as Mr. Linton had com- 
pleted his presentation of the Beveridge 
Plan the blackout sirens sounded and all 
lights went out. After attempts to se- 
cure a light for the speaker were un- 
successful, Mr. Linton proceeded in the 
darkness to give an outstanding presenta- 
tion on social security in the United 
States. 

Mr. Linton stressed the fact that large 
scale unemployment must never again 
occur in this country, otherwise anti-busi- 
ness political leaders would gain control. 
Mr. Linton brought out that a complete 
program, insuring on even a modest basis 
against major hazards of life, would cost 
from 15 to 20% of our payrolls. 

Earlier, the President had introduced 
Mr. Paul Haase, newly-appointed Assist- 
ant Secretary of the Controllers Institute 
of America, who gave a very excellent 
presentation of the activities of The In- 
stitute and various national committees. 

The President also called on Mr. J. W. 
St. Clair, Treasurer of the Eastern Spring 
Conference who gave his report of re- 
ceipts and disbursements. A report on 
the activity of the Joint Committee on 
Merit Rating and the Joint Committee 
on Pennsylvania Taxes was presented by 
Chairman A. S. Pouchot. 
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The new officers and directors are: 
President, Mr. George R. Rankin; Vice- 
President, Mr. Mark A. McGill; Secre- 
tary, Mr. J. W. St. Clair; Treasurer, Mr. 
J. Norvelle Walker. 

Directors: Messrs. Charles H. Fish, 
Howard L. Gibson, Willard D. Holt, 
Charles -L. Jones, John P. Lawson, 
Thomas S. Lever, Jr., Weir Mitchell, 
Arthur S. Pouchot, Robert G. Rauscher, 
A. W. Wainwright, William W. Walters. 


PITTSBURGH 


Topic: THE FAR EASTERN SITU- 
ATION 


“The Current Situation in the Far 
East’’ was the subject of an address by 
Dr. Francis A. Cox, rector of the Epis- 
copal Church of the Redeemer, at the 
regular monthly meeting of the Pitts- 
burgh Control on Monday evening, May 
24, in the Fort Pitt Hotel. 


ROCHESTER 
TRI-CONTROL CONFERENCE 


Institute members from Buffalo and 
Syracuse joined with those in Rochester 
on May 5 at the Rochester Club for 
a Tri-Control Conference and Dinner. 
Among the guests were Mr. T. C. Mc- 
Cobb, President of The Institute, and Mr. 
Arthur R. Tucker, Managing Director, 
both of whom addressed the dinner ses- 
sion. Mr. McCobb discussed “The Con- 
trollers’ Part in Post War Planning” and 
Mr. Tucker spoke of future plans of the 
Controllers Institute. The closing ad- 
dress was presented by Mr. Jackson Mar- 
tindell, President of Fiduciary Counsel, 
Inc., New York, whose subject was 
“Postwar Planning.” 


(Please turn to page 296) 
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NEW MEMBERS ELECTED 


At a meeting of the National Board of Di- 
rectors held May 28, 1943, the applicants 
named below were elected to active mem- 
bership in The Institute: 

FRANK V. BIGELOW 

Malleable Iron Fittings Company, Bran- 

ford, Connecticut. 
EDWARD HENRY BILL, Jr. 

The Barden Corporation, Danbury, Con- 

necticut. 

CHARLES H. BROOK 
The Goodyear Tire & Rubber Company, 
Akron, Ohio. 

CHARLES W. BURTON, JR. 
Anchor Post Fence Company, Baltimore, 
Maryland. 

BENJAMIN C. CARTER 
Food Machinery Corporation, San Jose, 
California. 

Cecit L. CLARK 
Sangamo Electric Company, Springfield, 
Illinois. 

Harry C. DARLING 
The Hanson-Whitney Machine Company, 
Hartford, Connecticut. 

WILLIAM K. DONALD 
Masback Hardware Company, Inc., New 
York City. 

JoHN C. Dye 
Worcester Telegram Publishing Com- 
pany, Worcester, Massachusetts. 

BEN F. Evans, JR. 
Zonite Products Corporation, New York 
City. 

W. WAYNE FINN 
Atlas Imperial Diesel Engine Company, 
Oakland, California. 

CALVIN T. HARMON 
Philadelphia Company, Pittsburgh. 

T. G. HAWKINS 

Northrop Aircraft, Inc., Hawthorne, Cal- 

ifornia. 

J. W. HERMAN 

Lukens Steel Company, Coatesville, Penn- 

sylvania. 

ELMER G. E. JOHNSON 
The American Hardware Corporation, 
New Britain, Connecticut. 

Davip Katz 

Day & Zimmerman, Inc., Philadelphia. 
HAROLD A. KETCHUM 

F. A. Smith Manufacturing Company, 

Inc., Rochester, New York. 

RoBERT E. Lewis 

American Steel 

Cleveland. 


and Wire Company 
pany, 
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REID McCRuM 
The Stieff Company, Baltimore, Mary- 
land. 
Ray L. MEDLER 
Trailer Company of America, Cincinnati. 
ARTHUR T. MESSOM 
Curtiss-Wright Corporation, Propeller 
Division, Caldwell, New Jersey. 
ROBERT N. PECK 
Tobin Packing Company, Inc., Rochester, 
New York. 


SHELDON E. RIVEROLL 
Muirson Label Company, Inc., San Jose, 
California. 

OLIVER D. SCHNAARE 
Rawlings Manufacturing Company, St. 
Louis. 

E. H. SCHULTZ 
Colvin-Slocum Boats, Inc., New York 
City. 

MARION J. SMITH, SR. 
Curtiss-Wright Corporation, Propeller Di- 
vision, Indianapolis, Indiana. 

Roy H. SNYDER, JR. 
New Jersey Shipbuilding Corporation, 
Barber, New Jersey. 





Election of the 35 new 
members named above 
brings the total mem- 
bership of The Institute 
to 


1,987 


NO COMPANY MEMBERSHIPS 


There are no company member- 
ships in The Controllers Institute 
of America. 

All memberships are on an indi- 
vidual, personal basis. They are 
bestowed upon individuals only 
after they have made available to 
the Admissions Committee infor- 
mation concerning their personal 
qualifications, positions and re- 
sponsibilities, which indicates that 
they meet the high standards of 
eligibility established by The Insti- 
tute. 











ELMER N. SPRENKEL 
Deerfield Packing Corporation, Bridgeton 
New Jersey. " 
Howarp D. STARR 
Delta Electric Company, Marion, Indiana. 
CHARLES E. STEEN, Jr. 
Schnefel Brothers Corporation, Newark 
New Jersey. : 
WALTER C. THILKING 
Monsanto Chemical Company, St. Louis, 
ALBERT L. WILLIAMS 
International Business Machines Corpo- 
ration, New York City. 
H. BRUCE WILSON 
Pittsburgh Limestone Corporation, Pitts- 
burgh. 
EARL J. WIPFLER 
Monsanto Chemical Company, St. Louis. 
JOHN M. WoLLMER 
The Kellex Corporation, New York City. 
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SAN FRANCISCO 
Topic: CONTROL OF INFLATION 


Dr. George W. Dowrie, professor of 
finance at the Graduate School of Busi- 
ness, Stanford University, was guest 
speaker at the regular monthly meeting 
of the San Francisco Control on Thurs- 
day evening, May 20, in the St. Francis 
Hotel. His topic was “Will the Present 
Inflation be Kept Under Control?” 


SPRINGFIELD 


JOINT MEETING WITH HART- 
FORD 


The Hartford and Springfield Controls 
held a joint meeting in the Sheraton Ho- 
tel in Springfield, on Tuesday evening, 
May 25. The speaker was Mr. Maxwell 
E. MacDowell, head of the tax depart- 
ment of the Standard Oil Company (New 
Jersey), whose topic was “The Rapidly 
Moving Parade of Federal Taxation.” 

He spoke at considerable length and 
covered the history of the present tax leg- 
islation, its effect both on individuals and 
corporations and suggested possible fu- 
ture trends of Federal Taxation. 


ST. LOUIS 
Topic: WAR CONTRACT TERMINA- 
TIONS 
Cancellation of war contracts and the 
effect of such action on business liquidity 
was the subject of the address by Mr. 
Henry H. Edmiston, Vice-President of the 
Federal Reserve Bank of St. Louis, at the 
May 24 meeting of the St. Louis Control 
in the Missouri Athletic Club. 





